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A AESTEACT
> This

Tte thesis preserts a thecretical development c¢f a defi-

pitign cf administrative control and its afpplicability to
the Marire Corps. 1he authors conclude that: (1) admipis-
trative controls are these predetermined controls that give
Eurpcse, direction, and meaning to an organizaticn; (2)
administrative centrols are reflected in three dimensiors:
first, as organization c¢cntrols; second, as oferating
controls; and, third, as infcrmation system contrcls; and
(3) adainistrative ccantrols are inseparable from management
contrcls. The authors recommend: (1) expanding ccrrand/
zapnagezent input in the design of management irpfermation
systeme tc improve tleir effectiveness; (2) increasing tcur
lengtbhs fcr comsanding officers to permit the effective
implefentation and operaticn of a management ccntiol
Frogras; (3) courses of instruction for all managers at all
levels; ard, (4) procedures ke developed tc ensure the fosi-
tive participaticn of senior maragement in creating a rosi-
tive ccntrol environrzent. ?
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A. EUEECSE

Since tle irception of

=3

ECLUCTIION

(o]
o

officially recognized internal

contrcl systems, tkere has been difficulty in segregating
and defining internal adaministrative ccntrols from internal
of the with
accountirg contrcl arnd the relative ease with which the lack
both

continued

accourting controls. Because fagiliarity
cf tbhis ccntrol can te quartified,
and »gailitary ccmmanders
importance. This

bas resnlted at the

frofessicn's insistarce that the aggregate of adminpistrative

civiliar managers

have to emphasize its

cvershadowing of administrative ccrtrol

cutset from the independent auditing

| I R

contrcls dc not impact on the fair presentation of financial
stategents, This 1lack of the administrative
contrcl jrccess has carried over into the Federal Goverrment
tntil recent tirmes. result of the
Flaced cn kcth irterral acccunting and internal administra-
centrcels, the
guidance must be exparded tc take into account the increased

ccncern for

As a renewed enptasis

tive existing definition and associated

size, diversity, and complexity of organizations which must
novw implement administrative ccentrol
c¢f this thesis is tc
ipterral adsinistrative contrcl relative to the Marire Corgs

systeas.
develor an operational definiticn of

The fpurpcse

and tc clarify ard iritiate
Ly ccemanders in the izplementation of these systenms.

guidance and techanigues fcr use

E. SCCEE AED METHODCICGY

Tkis definiticn of the

"interral administrative contrcl"™, currently utilized Ly the

ttesis will p[provide a Ebrase

Federal Covernment ir its effcrt to improve efficiency and
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3 €ffectiveness in government agencies, and reduce tlke iaci-

. dence cf waste, frauc¢ and atuse. The rhrase will be cgpera-

l tionalized for the PFarine Corps to assist conrandéers/

. zanagers at all 1levels of the orgamnization in inmrlezenting

interzal ccntrol programs.
Tke historical develogment of the phrase "internal
._ adanipistrative contrcl"® (fror the American Institute of
' Certified Fublic Acccuntants (AICPA) and the ipdeperdent
auditcr in the [frivate sector to the issuance of Office of
: Managerzert and Budget (OMB) Circular A-123 and the rassage
l cf the Federal Manacer's Financial Integrity Act and its
impact ¢r the public sector) lays the groundwork fcr the
analysis of the pature cf ccantrcl and the concept of marage-
zent ccntrcl. These concepts are dimpertant factcrs ir the
defipiticnal develciment of "intexrnal administrati-
contrcl" as the structure and process of organizatio:
These €lenmerts will ke discussed utilizing Mintzberg's moa °’
as develcred in his text, 1he §tructurig§ cf Organizatioans.
i Models developed by Daltonm and Hopwood establishing the
w2 types cf crganizational controls, and the theoretical frame-
o work c¢f Anthony's Plarning and Ccntrol System in conjunction
with Mautz's researck entitled Internal Ccntrol in U.S.
! Cerrcraticns: Ibe State of the Art will refine the discus-
sion cf ccntrol and management control to internal adminis~

trative ccatrol.

TR

Tke resultant definitiocn will be operationalized for

= application in the Marine Corps by traaslating the acaderic e
e, . DR
.- theory arxd concepts into a practical form for use Ly the W)
.- . . . . N
- Barire Ccrps in today's pullic sector control envircnment. R
? Some teclniques and methodolcgies for isplementing "“internal ;'Q
- admiristrative ccatrcl" systems will also ke develofed. =
- Ike research corsisted aainly of a literary search in fx};
. the areas of contrcl, management control, and internal Cif:
- o]
), S
g —
:\- 1 C ‘:‘4
- R
)

by
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coantrcl. The operationalizing of the definition was accenm-
Flished thrcugh a review of Marine Corps activities' direc-
‘tives cn the subject, analysis of a subsequent questicnraire
completeé Lty personnel respcnsible for system implementation
at tle Marire Corps activity 1level, and the transfcrzation
c¢f thecretical concept intc [fpractical application. The
questicnraire is prcvided as Appendix B. An executive
sumpary is rrovided as Appendix H.
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11. BISICRICAL DEVELCENENI CF INTERNAL ADMINISIBAIIVE
CCNIEQL
R
W
A. EVCIUTICN I3 THE ERIVATE SECIOR ﬁilj

Neitler the corcern over internal contrcl in Lcth the
frivate cr public sectors, nor the difficulty in deterszining
the suistance surrcurding the definition of internal adzin- :*'h
istrative ccntrol are new issues. The american Institute of y
Certified Fuklic Acccuntants (AICPA) «ccdified ten Gemnerally
Accepted Auditirng Standards din 1973. This codification
resulted in Statemert of Auditing Standard (SAS) 1 whbich
levied responsikility opn the inderendent auditor tc review
the accunulated evidence in accordance with generally
accepted auditing stardards and to issue an unbiased opinion
cn the fair presentation of the financial statemerts cf the
tusiness firm. Cne cf the ten standards states:

There is to ke a proper _study and evaluation cf tiae
existirg internal 'ccntrol as” a basis for reljarce
therecr™ and for the determination of the resultant
extert of the tests to _which auditing procedures are tc
be restricted. [Ref.

The prcmulgation ¢f SAS 1 was the culmination c¢f a lcng
standing disagreement within the auditing professicn over
the definitioa c¢f internal control and its applicakility to
the independent auditor. The AICPA formally adofpted the S
fcllcuing definition c¢f internal control in 1949 as:

Internal contrcl ccaprises the plan cf organizaticn ané
all the ccordipate néthods apd measures adapted withinp a
bugipess, to safgguard its assets, check the accuracy ang -
reljakility of s accounting data, Eromcte operatioral A
eﬁf;czencx, and ercouragye adherence to prescrited mara- e
gerial pclicies. [Bkef. .
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Ccnsidered tc be too Lkroad a definition for auditing
FUrpcses, the AICEA furtler refined the defipiticr to
accountirg contrcls and administrative controls, ard ian 1558
Fublished tle following: i

o Sg& ﬁggl contrcl, iz the htoad sense, includes: c¢cntrcl
- { ) lag‘fﬁ%“characterlze as either accounting o1
ﬁ ' adginistrative as fcllows:
cccunting controls comprise the lan of orgamizatior o
ASSS31109, 50055085 P P J

G & and_ rrecedures that are concerred

- maiply with, and relate directly to, the safeguarding of

N assets_and ﬁhe reliakility of Iinancial recofds. heg

.. generally include =such “ccntrols as the systems o

A authcerization and approval, segaration . of dGuties Dt
concerred with reccrd | keeging gnﬁ acccuntzng Le€fcIts e

frcx thecse corcerned with Oofperations or asset custody, S

physical contrcls cver assets, and internal auditing. SR

Adg;gggtgatiig controls cg¢apromise the plam of organiza- e
Ticon  c¢1 " all E%é_ gethods  and [procedures that_ are S
ccncerred mainly with operational efficiency and adher- RIS

ne¢ t¢c_ranagerial olicies and usually relate «crl R
gndirectly tog the iigancgal records. Izgy generally s

include stch ccatrcls as statistical anmalysis, “tiae an e
motiocn studies, ingormance Ieports entloyee training T
prcgrass, and quality contrcls. [Ref. 3]

Tte scofe of the indejendent auditor's resfponsiktility S
was ligited to the evaluation of dinternmal acccunting . e
contrcls apd the f[rrofessicn continued to practice tbis T
parrcwer ccncept despite wvarnings from both internmal and
€xternal scurces. As a result of numerous legal cases uwhich
fcund deficiencies ir the independent auditor's evaluation
cf managemert control, the AICPA issued a clarificaticn of
the tuc tyres of internal comtrcl in 1972:

Adpipistrative control includes but is not limited tc, ——
- the Tl13n ¢ organizdtion and tﬂe procedures and recqrds e
~ that " are concérned with the decisicn processes leadin

- to _maragement‘'s atthorizaticn of transactionms. Sue

authorjzation is a panagement function directly asscci-

ated with the respcansibilit for achieving the ckiec-

tives _c¢f the organization an is the starting fpciszt~for

estallishing acfourting ccontrcl of transactions.

x ggsg%%éj gosgat 1l coamprises_the lan of organizatijion
e ,nfgs and records that are _c¢cncerned with
N the _safeqduardirg cf assets apd the rgl;abxlzty of finanp-
o cial reclrds afd ccnsegggntly are designed “to provide

- reascrable assurance th




-lransactions _are executed in  accerdance uitk
managezent's general cr specific authorization.

.~Transactions are recorded as necesgaré {1) .tc
pernit preparation cf financial statements in_Confcrmity
Witk c¢eénerally accepted accountlng principles cr any
other cCriteria apg;zgable to such statements and (2) tc
maintain accountability of its assets.

. -Access to assets is {grmitted only in accordance
witl paragement's acthorization.

- _Tke recorded acccuntability for assets is
congared with the existing assets at” reasonable inter-

vals ard appropriate action is taken with respect tc amy
differences. fnef. 4

ir 1577, the AICFA issued SAS 20 which reguirec the
independert auditor tc test orly those internal accounting
contrcls relied wupor in the conduct of the audit ard to
report significant weaknesses tc management. SAS 2C did
rot, bhowever, require auditors to evaluate the totality of
contrcls [fresent ir the oxrganizaticn under generally
accerted auditing starxdards.

Tke Foreign Corrugt Practices Act (FCPA) was fpassed late
in 1¢€77 in response to the Securities and Exctange
Commissicn's (SEC) ccrtinued ccncern over direct cr indirect
Fayments tc foreign and domestic government officials to
influence tlke conduct cf business. The FCPA mandates that
conpanies keep finarcial records which, in reascpnatle
detail, accurately ard fairly reflect transactions and asset
disgcsiticns, and, naintain a system of internal accourting
contrcl sufficient tc¢ frovide reasonable assurance that the
kroad oljectives c¢f internal accounting contrcl are
achieved. The Act also prchilkits payments to foreign cffi-
cials, farties, or candidates for the purpose of clktaining
tusiness, @2nd bolds ccrporate management responsikle for
corrurt rayzents even if they are not directly invclved.
Beacticns to the FCEA are varied. Some companies have
intersified effcrts to review and strengthen internpal
contrcl fpractices; cthers have taken steps to Luild a

14
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defense against any future charges of non-compliance with
the FCPA even if such sters achieve minimal, if any,

improverent in interral control.

E. EVCIUIICN IN THE EUBIIC SECTIOR

The institution of internal coantrcl requirements in the
public sectcr clcsely fcllowed the 1949 AICPA prohouncement
cn interral control. The Eudget and Accounting Act cf 1950
directed the heads <¢f Federal agencies to establish and
saintain systems of internal ccntrol. This Act included not
cnly irterpal control systens concerned with full disclcsure
cf an agency's financial results, £financial informaticn for
sanagezent, reliable acccunting results, and integraticn of
agency and Department of the Treasury accounting systens,
tut alsc ccntrol systens dealing with agency acccuntakility
cf prcperty assets and funds. Thus, as far back as 19850,
the Federal government had enacted legislation directed at

ensuring the establistment of systems of internal acccunting-

contrcls with 1little regard for interpal administrative
contrcls.

The Inspector~-CGeneral Act of 1978 created
Insgpector-General offices in some 12 executive derartmerts
and agencies as a means to comktat fraud, waste, and akuse in
the Federal governmert. While the Department of Lefense
(DoD) +was initially exempt frcm this legislation because of
the [fre-existence <¢f inspectcr-general positions in the
silitary departments, a mcdification to the Act in 1$82
resulted ir the developament of a separate civilian
inspectcr-general position in CcD.

T1te BReagan Administration's Reform *88 initiatives
[resepnteé¢ a long-terz program c¢f iaprovement whick chal-

lenged gcvernment tc cperate its administrative systeszs as
efficiertly as successful crganizations in the [fuklic and

________________
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Frivate sectors. 1te Derputy Director of the Office of
Managezert and Budget (OMB) issued a statement on Refcrz '33
as fcllcus:

Intezxpnal controls are safeguards that any efficiept
orgarization must bave. Assirance that these safeguards
ar€ in place in_the agencies is a basic prerequisite tc
achieving the Presidént's gcal of a moderpnized, _effi-
cient government--tke goal O0f Reform *88. [Ref.

Tte inmretus of the Refcraz '88 rrogram renesed and
increased exrhasis cr the estarlishment cf complete interzal
contrcl systems in the Federal governaent to 4include koth
accourting and administrative ccntrols. ds a result cf the
Fresidential ipitiative, guidance was prcvided Ly the
Executive Eranch in the form of OMB Circular A-123. The
impact cf 2-123 was Dnot felt until Congress passed the
Federal Manager's Firancial Integrity Act (FMFIA) which put
teeth ir the Circtlar by (1) requiring OMB and the
Comptrcller General tc develop guidelines for the evaluation
cf interral control systems, (2) reguiring evaluaticn cf
agency's systems of irternmal ccntrol in accordance with the
guidelines, (3) reguiring the head of each executive agency
to repcrt arnually tc the Fresident and the Congress indi-
cating wketler the agency's dinternal controls comply with
the Ccartrcller General's guidelines, and (%) reguiriag
agencies tc idertify material internal control weakrnesses
and tke¢ plans for <correcting those weaknesses in their
annual rerort. The cutcome of the FMFIA was the issuance of
the Ccmptrcller General's guidelines and the revisior of CMB
Circular 3-123 tc include the receatly published Comptrcller
General Standards fcr Ianternal Control. The <Circular
continues tc direct tke requirement of both internal admin-
istrative ard accounting contrcls, but the familiar empiasis
cn acccunting conticls has continued to <cvershadow the
satisfactcry developrent of adpinistrative control systems.

-
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C¥B Circular 2-1<3, for example, provided the fcllcwing
defiriticn for interral contrcl:

Tge {lgn cf o;ganization of all the methods and measures
adcpte withi! an agency to_  safeyuard its rescuIces,
asstre acdegquacy ard rellakility oOf its informaticn,
assure adhefence tc applicakle “laws, regulations _aac
policies, and prcmctée crerational econdozy and effi-
ciercy. [Bef. 6

Khile rrescribinc the pclicy that all agencies would
saintain effective systems of internal accounting ané admin-
istrative ccntrol, CMB's definition merely exchanged the
fhrase ", ..reliability cf accounting data..." with
"ee..re€liability cf irformaticn..."™ in an attempt tc adagpt
tae 1S4S5 AICPA definition tc include internal administrative
contrcl reguirements. A revision of the Circular, issued on
16 August 1¢83, parrcwed the original Circular definiticmn to
cne mcre clcsely aligned to the AICPA's 1953 representation
cf acccurtirg coantrcls.

Lcl prcvided no acditional guidance relative tc internal
administrative ccntrcl in its Directive 7040.56, Internal
Contrcl Systems. Reiteratirg the 043 definition, the direc-
tive assigned interral contrcl responsibilities fe¢r the
conduct cf the frograsz witbir the Department. An urpub-
lished draft revisicn to 7040.6 has adopted the rarrcwer
concept cf intermal ccntrol expounded by the revised 2-123
Circular. A notakle change, however, 1is taat DcD chose to
retitle the draft QPapagesent Ccntrol in am attempt to
reflect the all enconpassing aspects of the ipternal ccntrol
Frocess.

Secretary of the Mavy Instruction (SECNAVINST) £20C.35,
Interral Cgentrcl Systems in the Derartment of the Navy,
stressed:

(1) dirteinal conticls aggly to all prograams _and func~
ticnps (i.e., they are t° applicatle” solely tc¢ the
financial management area), and

19
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(2) 4implementing and carrying out ap dintermal ccaotrol
prcgrar is managements® respcnsibility. [Ref.

Exprardirg the oxiginal versicns of both OME and LoD
definiticns of interral contrcl, the 1Instructicn sufgports
the kzcader connotation of internal coantrel and adds that
interral controls areé synonomous with management ccntrcls:

Internal ccentrcls are_  the plan of organization and all
of the methcds and Eeasures adopted withirn the
Departzent of the BNavy(DoN) to:

. —Safeguard rescurces ard assure the accuracy and
reliakility of infcrmation (accounting ccatrols)

- Assure adhererce tc arrlicable laws, regulaticas
and pclicies _ and {;cmote op€rational eccnomy and effi-
cierCy (administrative contrcls)

Intexrnal contrcls are management controls and ap%;y tc
fgef egtlre range of Lo pErogranms and £functicrs.
ef.

Ir resgcnse to recuirezents of higher headguarters to
ensure protection against waste, . fraud, and abuse, the
Parine Ccrps has corntinued the applicaticn of the trcader
defigpiticn ¢f£ interral contrcl. Marine Corps Order (MCO)
7000.15, Establishpept and Maintenance of Intermal Ccrtrol
Systezrs, frovides additicpal <clarification of interrzal
adninistrative ccntrcls:

Adpipistrative Contrcl. Administrative control fprcvides

e~ _o1lgarizationa structure and arameters _thrcugk
which zlssions and goals are achieve and coordiratidn
and cchesiveness_ afe maintained. Establishment and
maintenarce of adasinistrative_  contral 1is__a ccmpandy
managezent responsxtllxtg aipllcable to all functicpal
areas throughcut an rgatization. Administrative
ccptrcls cenérally tave an” effect on employee awareness
of irdividual respcrsikility, create a Lrositive crgani-
zaticnal attatude, act as an inceantive to employees tc
fcl gu, rccedures, and prcvide reasonable assutrance that
the failure tc _rexform assigned procedures_ will result
in arrprcrriate discirlinary action., K Command/ Managerial
decisicns pertaining toc administrative control cal tave
a diregct "influencé on the_ gquality  and adeguac; of
acccunting controls. Some€ administrative ccntrdl fpIcce-
dur¢s can"alsoc have a significant influence on thé€ tjyfe
of ipterpal accounting coitrcls employed. [Ref. 9]
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MCO 7000.15 is tlke initial attempt by the Marire Corgs ]
: to adequately explain internal administrative contrcl arzd fjg’
i its ipterrelatiopnshiy with and impact on the organizaticn. R
The onetlodclogy provided in the order to facilitate the
;E ipplenentation of icterpal ccntrol programs conticued the

5 traditicral emphasis on internal accounting contrcl. kco
] £200.24, entitled Establishment, Majptepance, Bevies and
: Imprcvenent of Management Ccntrol Systems, is presently in
Fublicaticn. While ccpntinuing tc focus on the brcader defi-
F? riticr cf interpnal ccntrol, the Marine Corps has adcpted
roth tlke Secretary of the Navy's and DoD's interpretaticn of
interpal ccantrol as gzanagement ccntrol. The Order fprcvides
increased methodclogy for izxplementing nomn-accounting type
contrcl systems.

C. ABGURENT FOR A BFCAD DEFINITION

The development and practice of the narrow ccmceft of
internal accounting contrcl has enabled the ipdeprendent
auditcr to 1limit his 1legal liability by constrainpning the
scope of his audit ard subsequent opinion to tasically guan-
tifiakle data. 1This rractice, however, while fulfillirg the
auditcr's responsibility tc third parties, fails tc serve
ganagerert’s full range of needs and is not ascriked to by
the AICEA in whcle. Paul Grady, chairman of the AICPA's
Ccmzittee on auditing Procedures, coamented on the naivete
cf relying solely on audits c¢f internal accounting ccntrcls
in 1587;

ested na:xcging ¢f viewpoint,  in  my céinicn,
nstitute serioud regression and impair’ thé fcun-
> ‘ f inderendent auditipng. It may Scund paradc¢x-
- ical, rut there are many endeavors whérein a brcader
o ccrcept 0of responsibility results in a lesser riske...

[Ref. 10]
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: Eradford Gran, a Certified Internal Auditor apd marager
jf c¢f Interral Auditing for a puklic corporation writes:

! As a service tc¢ ma:agement, we can and should investi-
S gate€ re¢alaty, <tanaar s, and the decision tables assc¢i-
- ated with cohtrols hat are apart from _ pure acccunting
agplxcat;cns. Such ccntrcls are essential to the prcf-
- atle o erat1cn of the business. In fact, they are Imcre
.. ippcrtan the euccese or__failure of the business
- than...accountzng ccntroles [Ref. 11]

Rcger Carolus, a Certified 1Intermal Auditor, Certfied
. Fublic Acccuntant, and President and Chief Auditcr c¢f a
public «ccrporation, described the 1958 AICPA acticr of
dividing the 1949 definition of internal contrcl irto
accourtirg contrcl apd administrative control as:

hreaklrg Hunpty Dun;t{ into 1eces,....and until Bumpty
Duz gut back g ether again-that_ is until we
rey r e fu 1, lnc usive 1949 definjition-we wil
not have tiniticna o 1nternal control useful an
lntellsglhle tc management. [Ref. ]

il Grady, Gran, ard Carclus have acknowledged that the

reliapce c¢cr internal accounting controls alone may nct be
adeguate to ensure that the organization is operating as
€econoricaily and efficiently as possible in the acccuzplish-
ment cf its objectives. Pricr to the recording of finarcial
inforzaticn or the safeguarding of assets, there nmust be
decisicns rendered tc provide directicn for the crganiza-
tion. lhese decisicr processes are participated ip Ly tcf
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Yonprcfit Crgapjzaticrs states:

ganagenert and are irtended tc mcve the orgamizaticn towards
- --1
N goal acccmplishment. Anthony, in Management Ccntrcl in e
'.r_‘ ‘ :
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B o:d;na:;li a forial management control system is a
- total system in tle sense that it embraces all asfects
R of the cr anizaticns' operation. It needs to be a tctal
< s stem belause__an ngortant management functiocn is tc
DA SUre that all ;axt- of __the opefation are in balance
e uxth cre another. [Bef. 72]
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Anthcny further states that:

A napacement centrcl system should be designed so _that
the aclticns it leads management to take 1in acccrdance
with their perceived self-interest are alsg actions that
ar€e 1in the Dbest interest of the organizaticn- gcal
con¢ruenceé. [Ref. 14]

If tle decision ficcess is left unccntrclled, mapagemeat
decisicps cculd yield to executive self-indulgence or direc-
tion that is nct in the organization's best interests.
Broadening the ccncept ¢ internmal coatrol to include admin-
istrative contrcls should not be regarded as ccntrcl of
nanagesent decisions, but instead as coantrcl of the methcds
and rprccedures that produce information on which tc base
managenert's decisicrs. These kinds of controls r[prcvide
descriptive informaticn on particular functions and activi-
ties wbich enakle managezent to affect orgamizatioral
*barzcry and coordination. Eruce Jarrett, Vice President and
Auditcr cf Farkdale Eatk in Ccrpus Christi, Texas, empha-
sizes tke following key points in the estalklishmert of a
kroadexr internal contrcl program; first,"improved ccatrcls
should lead to improved profit," and, second, "the ccntrcls
should result in more complete utilization of resources...”
[Bef. 151,

Tte prassage of tlke Foreigm <Corrupt Practices Act (FCEA)
stands as an indicaticn that improved internal contrcl frac-
tices were required tc prevent corrupt business practices.
The main thrust of tie Act, hcwever, was to enforce internal
accountirg control frovisions <for the proper finarcial
recording c¢f paymerts. While it is recognized that
recording c¢f illegal payments may bring about evertual
disclcsuzre, the crux of the problem 1lay in the decision
processes leading tc the illegal payments, not in their
isprcrer recording. The key issue suggested here is that
guesticnakle or illecal payments do not necessarily result

<1
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from a rtreakdown in the system of internmal acccurting
contrcls Lut rather by circuavention of cther existing -
contrcl systems. Tte ultinmate weakness, thereforse, was nct —ind

in tke dinternal acccunting contrcls in force, but irn the fl@
admipistrative ccntrcls over the decision frocess [Ref. 1€]. o

41l tcc often panagement tends to view gquesticns
directed at the adequacy of their contrcl systems as if tley
vere directed at their own personal competence as a marager

and a decision maker. A related issue lies in the matter of
€xecutive cverride «<¢f the internal control systea. Mactz
comments on these weaknesses in the control system as tkley
relate tc executive rrerogative:

Internal control is a ggod thing and worthy ¢f nmuck
attertico. It is rct and capnot be infallible even at
. low levels, and tle closer one gets to_the to g anp
or%anzzatlon the weaker_is the restraint of e:ed by

€rpal control. [Ref. 17]

The establishmert of an internal control systex is.

! expected tc prevent both intentional and unimtentiocral
€rrors cr iiregularities at whatever 1level of occurreace in

the <crgarization. Sole enmphasis on internal acccunting

contrcls will nct prevent those irregularities as they are

. pot interded to monitcr the decision process in the crgari-
zaticn. Ibe size, ccmplexity, decentralization, and ragid

. turncver of perscannel (including top management) in tcday's
. orgarizaticns necessitate the izplementation of a Lrrcader
N ccncept c¢f intermal «ccntrol tc assure that the tctality cf
' the fprccesseés ongoirg in each suk-organization acheive the
goals ard cbjectives of the larger organization. William

: Cuchi makes the follcwing generalizations about c¢cotrel in f{g
: Japanése organizations: —
rgapizational lzfe is a lzte of znterde;endence, of EQQ
; re g;x €¢n, othe It also a life anb 1g 1ty. ENE
; Knc¥%ing this, an urderstandlng the extreame comple it REN
T
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of intetdependengz in, their business, the te -
maragese€nt.. .has termined that explicit (ccntrcl RRRE
measures _rot ke tlke final arbiter of " decision mpakirng. ]
They feel that if most tcp managers agree on wkat the 1
ccuian¥ cught to be¢ trying tc do and how, in general, it s
t to gt about tkat se cf tasks, then' t ey will te ——

ou
ahgg tc rély ip their mutval trust and goodwill tc reach
decisicns ar sugerior to anything~ that a fcrral
(ccntrcl) system cculd prcvide.

‘ The furthggmore ungerstand that the informal, explicit
. meaures ceatre canpot succeed _alone. The ¢an

develcg,cnly under conditions of stable employment, slow
I evaluaticn and proiction, and low career specializatica.

Ever with those aids, however, the subtle and icprlicit
must ke sggpq:ted sith the_ c¢rutch of a formal c¢ntrgl
and analys in a large, multi-product, multi-national,
nulti-technology organization in which a ccmplete agree-
ment cr values can rever e realized. [Ref.

FEaymecnd  Reilly, in Internal Ccntrol ir U.S.
Corpcraticns:s A State o

— o y, it

the Art, rresents yet ancther lcok
at the issue:

It argues for tte ...fpoibpt of view that internal
ccntrcls are all ccntrols which, attempt tc ensure the
acccaplistment o the ...0bjectives. Any attemgpt tc
define the issue uncre narrxcwly leaves opel the fcssi-
b114t¥ of .a failure to__control activities which cculd
leac tc a loss. [Fef. 19]

B S
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Tke fprivate sectcr auditcrs' thrust continues tc Lte on
intercal acccdnting ccntrols due to that sector's ccrcern
for the fair presentation of financial statements. ke
develcrnent of internal controls in the puklic secter is
fcllcwing the same course as the private sector. As a
result, little attention is being directed toward the estab-
lishasert and integration of internal administrative ccrtrol
Frogragse. The public sector is atteampting to £ill the
N administrative contxcl void solely by applying interral
accounting control technigues to the totality c¢f the
interral ccntrol process.

[ V]
[ Y]




The necessity fcr adeguate internal admipistrative
contrcl pxcgrams is essential in light of increased ccrpeti-
tion for scarce rescurces and the need to optimize cpz=zra-

tional eccrcmy and efficiency. The size, complexity, and
diversity c¢f organizations require the develorrert of
contrcls tc achieve those gcals.




III. IHE DEVELCENENT CF A DEFINITION OF INTERIAL
AILXINISTBATIVE CONTROL

A. 1ITEFAEY AND DEFIXITIONAL DEFICIENCIES

As a rpreface to develoring or refining defiriticos cf
managemert, internal, and administrative ccantrol, it ltears
noting that a literature search on these topics yielded very
few references cutside the professional auditing arera and
little of a conceptual or empirical nature. Infcraation
that is available, tlerefore, is written froa the pcint of
view and interpretaticn of the independent auditor, nct froa

that cf the corpcrate executive. One major scurce of
zaterial was derived from a research project on the state of
the art c¢f interral ccntrol practices in U. S. ccrpcraticas
conducted ry a grour under the direction of Robert K. lMautz
from tte EFaton Acccunting Center, University of Mickigan,
and underwritten by the Fimancial Research Foundatica.
Mautz irtrcduced tle tean's research findings with the
follicsirng ccmments:

Our study has found, and no_doubt many ccrrorate execu-
tives Lave realized, that _little actual informaticr is
availatle on the subject of internal <ccntrol practice.
Based upon their aralysis of the risks they facCe withic
their ccmianijes, corporate executives K aptarently Lave
desigqned systeas or an ad_hec basis which” "they £find tc
be adequate fcr tleir needs or which they mo 1:¥_from
tige ¢ time 6 as such needs become evidéent. ittle
exchance c¢f views across conpany lines appears tc have
taker flace. [Bef. 20]

The ackncwledgement cf these deficiencies for cowmfprehersive
and current informaticn extends beyond corporate management
to the auditing and accounting professions as well. The
AICPA's Special Adviscry Ccmmittee on Internal Acccturting
Cecntrcl ccrncluded that:




At this pcint thexe is nct sufficient empirizal kcocwl-
edge of "hov extensively ccntrol procedures and teckri-
qués are emplcyed, inh what combinations in which
indrstries, "in cciranies of what size,  an sc fcrth.
Although knowledge ¢f current practices is not the crly
basis Cn which haragement should makxe judgments, thée
lack of knowledge alout what a majority o comraries
have fcund necessar; for purposes ol effective ipterral
acccunting centrol further ccarlicates the task cf eval-
uaticn. Bef. 21]

Ir additicn to these reccgnized voids of data, the
literature and cowmmcr vernacular have interchanged terzi-
nology and defiriticrs to such an extent that rc clear
roticr cf use, meaning, or asscciated objectives is in exis-
tence tcday. Numeicus e3xamfles prevail which regresent
widespread disparity in understanding and use of defiri-
tional terms across the irterral contrxol spectrun. Scme
differences are cf relatively small consequence; Lut cthers
represent fundamental differences in concert. In illustra-
tion, tlke follcwing =selected excerpts present only two of
zany widely divergent views on the scope and nature cf the
tern "interpal accourting ccntrol¥. The SEC reinforced the
AICPA's classical definition that accountiing ccrtrol
strictly ccnstitutes the safeguarding of assets and the
reliakility of financial records in the concluding comzents
cf Release No. 34-131€S:

The term ‘internal_accounting controls' does not ordi-
narily encompass all corporaté policies and procedures.
Matters of efficiercy em§lcyee relations, and rrocdrc-
ticn gqualit control. ¢r example, should nct Le
confuséd with the accountirg contrcls_established. tc
fgsgreﬁzﬂthe reliakility of financial informaticn.
G.‘_,

In ccrtrast to this view is Mr. Roger Carolus' ccmmert to
the AICE2 in the "Repcrt of the Special Advisory Ccmmittee
cn Interral Accounting Ccntrel" ...

certain ¢lements fcund in what the_ compittee descrites
as the 'interamal acccuntzgg .ccntrol environment' are an
integral part of a well-désigned, effective systerx of
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internal acciunting control, . Examgles of such elecert
are (1),  a plan of’crganizaticn, (2) the assignment o
resgcnsikility and elegation of authorltg 3
prccess c¢f budgeting _an tudgetary ccontr l, {4y
prcgrar cf hiripg and developing Competent firancial

ers¢nrel, and even (5) the procéss_or emnsuring_a kLkigt

€vel c¢f 'ethical ccnduct by all employees 1invclved i:c
authcrleng and reccrding “transactions, safeguarding
assets, and rerorting financial informatioan. [Ref. 23]

£
b
a
a

It is essential tc dispose of any preconceived rcticns
attritutakle to this wide range of conflicting ofpipicr and *.
general lack of definitiomal <clarity of terms, pricr to
enbarkinc cr any new attempts to define terms which have
more crerational relevance in today's management ccntext. N
Cver the jears, two ccntrastirg views have develored cr the .; -

validity of defimiticrs. Cne contends that there is a firn
relaticnship betvween a word and that which it signifies. ‘ _
This view further hclds that there are true meaning¢s fcr s aem
words, and that there is a need to identify the true esserce
cf the thing to which the word applies and restrict usage of
sords tc only those meaningse. The alternative view is tbhat
sords have. no inberert meaning in themselves; their zeaning
is given Ly the specific user. It is essential that the
user clarify how the uord is reing used so that the audierce
uill r£ct ke misled. In this case then, words are scamething
to ke used, not something to ke trusted as authoritative or
expositcry [Ref. 24]. The latter view represents the
apprcach tc¢ defipniticn develofment that will be taker in
this study. Consequently, fccus will be directed cr an
understarding of the concept and the practical use Ltehind

the term vice or the literary significance of the title or
sord.
E. TEE BATORE OF CORIEOL

Tbkrcighcut this developmental process, it is imferative
not tc¢ lose sight <¢f the tLtasic definition of contrcl,




regardéless cf the modifier. "The definition of ccntrcl is
really cuite sinmgrle: comparing what is to what shculd kte.
Anothexr variaticn of this is: control comfares realitj with
a stagdard" [Ref. 25.

A ccptrcl system is one whcse purpose is to achieve and
gaintair a desired state or condition. The following exrla-
paticn cf the elemerts of a ccntrol system is pararhrased
from Anthcny's discussion in bis text, Management Ccntrol
Systegs. Any contiol system has at least these fcur
elemerts: 1) a meastring device to detect what is hapfpening
in the factcr being ccntrolled, 2) a device to assess the
significance of eveats by ccmparing information on wkat is
actually Lappening sith scaze rpredetermined standard or
expectation of what should te bappening, 3) a device for
alteriang kehavior, if required, and 4) a means of ccmmupi-
catirg irformaticn between these devices. The transmission
cf infcrzation from tie device which detects to the ccntiol
device wlitich comfares the data is called feedback. These
four €lesents are directly interrelated and functicr in an
interactive process. When humap beings are interjected irpto
contrcl systems, outcomes lose their predictability Lecause
cf differences in mctivation, judgment, fperceptions, and
values. Thke exact ©pature of the interprlay of these Luman
characteristics cannct be cbserved in a gquantifialle way;
however, their influence oftentimes represents the differ-
€nce Letweer success cr failure in an organization.

Ccnticl systems in organizations bhave the saxe fcur
elements described atlcve. An organization, or any c¢f its
subcompcrents, has a desired state as outlined by its gcals.
Informaticn about tle actual state of the organizatica is
compared with the desired state, and if the result yields a
significant difference, action is taken. The actic¢r closen
can eitker brinc the [fprocess kack in line with crganiza-
tional gcals, modify the goals, or can result in a deviation
or circusvertion of tlike systenm.
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C. TEE STRUCTURE ANL LCESIGE CF CEGANIZATIONS o
1. Structure apd Its Cecerdipating Mechanisas o
.

A ccntemporary organization cannot exist witacut a
framescrk tc give it identity and direction. The ccncegts

cf desigr, structure, and ccordination cf an organmizaticn in S
and c¢f themselves ccnstitute control. Gene W. Lalten, e
states that "....orgarizaticns, after all, are the largest
assenllaces in our scciety that have anything resegkling a
central coccrdinating systen. Organization implies ccatrcl,
and ccntrcl is an inevitatle correlate of organizatica y
[Ref. 26 . Tannenbauz further fpoints out:

The cccrdinaticn ard order created cut of the diverse

jnterests and potentially diffuse behaviors, of menkers - .
is largely a function o0I ccatrol. Organizaticns are P
purrcsive, hence nmanagers need feedback to guide their

acts  tcward the  achievenment of_ these BULfCSeEs,

Starcazxds glay a_vital role in the planning, coocIdira-

ticr, an grcblem location which "make that feedkack

useful. [Ref. 27]

In his bcok Ile Structuring of Crgapizations, Eerry

dintzlerg develors ccrcepts of organizational structure and
desicr wkich vork tocether tc form an integrated entity cf

coordinaticr, ccamurication, and control. He Dbegins by ;;:L
defining the structure of an organization as simply "the sua
total c¢f the ways in which it (the organizatiocn) divides its
labor irtc distinct tasks and then achieves coordiration
anong tten [Ref. 28°. The division of labor is dictated
largely Ety the jcb tc be dcne and the technical system
availatle tc do it. Coordination, however, proves tc be a
guch more complicated concept involving varicus ogeans
referred tc as "coordinatirg mechanisas". These cccrdi-
ratirg mechanisms are as much concerned with ccntrcl and
commuricaticn as witk cocrdipation, and,
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five ccordinating mechanisms seem, to explain the furda-
mental ways _in wkich orgapizations ccordinate their
vorks mutual adjtstment , "direct supervision, standard-
izaticn cf werk prcgesses, standardization of wcerk
outgputs and standardization of worker skills. These
shcild fe considered the most basic €lements of struc-
Egrg, -9§he glue that bclds organizations together.
€le ¢

®Mutual adjustzent achieves the cocrdinaticn cf work
ty the siaprle frocess of informal communication. Under
sutual adjustment, ccrtrol c¢f the work rests in the hands of
the dcers" [Ref. 30], as sbhowp in Figure A.1. This necha-
pisa is a fundamental one and is used in the sirfplest as
well as the most complex of organizations. At the ocutset of
an undertaking, no cre can be sure exactly what needs to ke
done ard kncwledge is acquired as the work fprogresses. The
success cf the evoluticn, regardless of the degree cf envi-
zonmertal ccmplexity, depends primarily on the ability of
the ircividuals to adart to and communicate with each ctler
along tieir unchartered couzrse.

As an organization outgrows it simplest state, it
tends to turn tc a <second cccrdinating mechanisa -~ direct
supervision. "Lirect supervision achieves coordinatican by
bhavirg cre individual take responsibility for the wcrk of
cthers, issuing instructions to them and monitoring their
ACLtiCISeaee In effect, cne bkrain coordinates several
bands...." [Bef. 30, as illustrated in Figure a.1.

Neither mutual adjustment nor direct supervisicr are
absclutely required tc coordinate work. The work c¢an be
stancardized. "Cocrdination is achieved on the drawing
toard, sc¢ tc speak, Lefore the work is undertak€Deee. 1he
work frccesses themselves, the outputs of the work, ané the
inputs tc the work - the skills (and knowledge) of the
Feople whc do the work - canm all te designed to meet fredet-
€rnined stardards " [Fef. 31].
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Work xocessei ar€ standardized when the contents cf the
voIk, 13 specified cr prcgramzed.... Outguts are¢_stan-
dardized when the results of the work, £fOr exanmrle the
dizersicns of the product or _the performance are speci-
fied., .. Skills ‘fand kncu;edgei are standardized sker
the kird_ of trainipg regquire o perform the wcrk is
specified. [Ref. 2

Figure A.1 shows the three mzechanisms of standardizaticn.
In essence, standardizaticn of skills achieves indirectly

vated in different patterns of dcminance as the orgarizaticn

what standardizaticn of +work rrocesses or work cutfputs :
accomrlishes directly: it ccntrols and coordinates the ' -?};ﬁ
sork. .j::'f_.‘:]
The five cocrdinating mechanisms tend to Le acti- ;f-Qi

ks e

transiticrs through its development iife cjycle. As organi-
2aticnal work lecozes more complex and worker nuzkers
increase, tlte need fcr leadership to facilitate coordiraticn
and ccntrcl causes a shift frca mutual adjustment tc direct
supervisicn. As tle work Lecomes even further invclved,
another majcr transiticn occurs as the contrcl of the werk
shifts tc standardization. When the jobs are simgfple and
routine, standardizaticm of wcrk processes may be relied cn,
tut mcre ccmplex work may fpreclude this, thus fc¢rcing the
crganizaticr to turn to the stapndardization of outfuts by
specifying the results of the +work and commonly leavin¢ the
choice of frocess tc the discretion of the worker. In a
coaplex environment, however, even the ocutputs cftentines
are nct ccrducive tc standardization, so the orgarizaticn
gust rescrt to standardizing the skills of the workere. I1f

the diverse tasks of the organization prove impcssikle to
stancéardize, the organizatica must return to the use of the
simplest, yet most adaptable ccordinating mechanisz - mutual
adjustaent. In the face of bigaly complicated situatioss,
the scphisticated prcllem-sclver must ccmmunicate informally
if he is tc accomplist bhis worke.
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In geperal, beyond sope mininum size, most orgamizaticas
seel tc re cc standardization where tbei can; where
they cannot, they use direct supervislon or nmutual
adgnsggent thesé _two _keirg partiy interchangealle, s
Whén 1rgc£ sugervision fails, perhals Ltecause the task ——d
of coordiration is tcc big fcr one brain, the organiza- i
ticp will resort t¢ mutual adjustment. Alternatively, RS
wher nutual adjustmzent Lreak3 down, perhaps because R
there is a need fcr one train to guide others that el
capnot agree amon¢ themselves, the_organizaticn will ey
return tc direct strervision. [Ref. 33] g

2. Earts of the Crganizaticn

70 understand how organizations are structured, and O
therely ccntrolled, recessitates a preliminary understanding mor
¢f hcw they function. Every organization consists ¢f a

]
complex rixture of ccopcnent farts, associated functioans, ,”E
and ipterrelationshigs. Specifically, it is essential to iL;;
know tow sork, acthority, iaformation, and decision "
frocesses flow through the various compcnent parts and serve L
to defire an organization's structure and ccntrol systess.

Just as there is a direct link between orgariza-

tional developmert ard the use of the various cocrdirating
mecharisss, there is also a connecticn between these
€lements and the parts of anm organization. The orgarizatieca
in its rascent and siasplest fcra can rely oan mutual adjust-
zent tc ccordinate tle work cf its operators who are lasi-
cally self-sufficient in the generation of a prcduct or a
service. As the «crganizaticn grows and adopts a mcre
complex division of labor within its group of operators,
direct sctrervision beccmes increasingly necessary fcr cocr-
dinaticn and control. This supervision comes in the fcra of
a manager wlo introduces a first administrative divisicn of
labor in the structrcre. As the organization coatinues to
refipe itself, ©more managers are added - not only managers
cf operators, but 2alsc managers of managers. This evolu-
tionary frocess results in ap administrative bhierarcky of




authcrity. As orgarizational complexity increases, =stan-
dardizaticn is dincorjcrated as a further means <¢f cccrdi-
nating ard ccntrolling the work cf the operatiny level. The
respcensilkility fcr much of this standardization is assigped
to a crcup composed cf analysts,

We can distinguish three tyres of coptrol analysts sho
ccrresgcnd to " the three forms of standardizationi WCrk
study analysts (such as industrial englneers), who stan-
dardize wcIk [frocesses; rlanning an ccntrol apalysts
(such as long=rance pianne;s, budget analgsts, and
acccuntants) , . who  standardize outputs; and perscorel
analysts (including¢ traine€rs and recruiters), w#ho stan-
darclze skills. [fef. 34

Another mcre extensive aspect in the standardizaticn of
: skills is that +shicl is conducted outside the orgarization
- Erior to tke hiring [frocess. The interjection cf these
EE analysts results in a second type of administrative division
cf lalkcr tc the orgarization, ketween operators and managers
who dc ard supervise the work, and analysts who standardize
it.  As scme of the ccntrol cver the work was removed from
the cperator with tte dintroduction of supervision, s¢c a

forticn is retracted from the panagers as well, as the
systens designed by tke analysts become increasingly relied
vpon fcr ccordinaticr. Ancther component may evclve to
indirectly support tie functioning of the operatcrs cutside
the Lasic flow of their work. These support units are¢ not
involved in standardization, nor are they to be ccmsidered
strictly as advisors. Rather, they have specific functicns
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to pexform such as fccd services, research and develcfrert, -~
¢r pultlic relaticns. This erakles the conceptual summariza- Eﬁf
N

ticn of the parts c¢f an orgcanization as illustrated in b
rintzterc's Figure A.Z [Bef. 35]. ]
The strategic apex consists of those people whc are —

charged with the overall resfonsibility for the organiza- -
tion: the top-level managers and their direct suppcrt o
- .' ‘J
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rerscroel. This 1level must ensure that the orgarizaticn
serves its mission in an effective way, in additicr to
zeeting the needs of those fpeoprle who contrcl or othervise
bave fcwer cver the c¢xganizaticn. Mintzberg suggests that
the e€xecution of this function involves three sets of
duties: that of direct supervisor, manager of orgariza-
tional kcunéary conditions, and strategist.

In amplification, Mint2berg indicates that....

amcng the managerial rcles associated with direct sufper-~
visicr are rescurce_allocator, including the design of
the structure itself .the_ "assignment “of people’ and
rescurces to tasks,_tﬁe issuing of work orders, and the
autkcrization of major degisiolls made by the emplcyees;
disturtance handlei, Jnvglv;n the resolutica of
copflicts, excepticns, and disturbances sent ur the
hierarchy for resoqluytion; mcnitor, involving the review
of em;lcxges' actjvities; ~ disseminator, ihvolving _the
trarstission of 1n£orma¥10n tc employees; and leader,
invclving the staffing of the organization and the agcti-
vatirg and rewvardin¢ of thenm. In its essence, direct
surervisicn at the strategi¢ apex means _ensuring that
the wkcle organization function(sS) smoothly as a Eingle
integrated unit. [Eef. 36] ,

rintzberg explains the role of managing Lcupdary
conditicrs as cne c¢f managing the organization's relaticn-
ships with its ervircrment. This includes inforsirg influ-
ential pecrle ir the environrent about the organization's
activities, developing contacts and tapping them fcr infecr-
msaticr, serving as a liaison fcr those who wish to influence
the orgapization's gcals, and acting as a negctiatcr c¢r even
a figurelead.

Strategy is viewed as the mediator retween the crga-
pizaticn and 4its envirocnment. Strategy formulaticn draws
fron an interpretatico ¢f the environment and is the devel-
cpment of consistent decisions which balance the orgariza-
ticn's strengths ané needs, with responsiveness tc the
envircnzent.
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In cenexal the strategic apex takes the widest, and as
a résul fthe most aks act gersgect;ve of the organiza-
tzcg ﬁc at thjs 1l evel Z characterized by

nizum of repetition s andard1 atzon, consider=~
able discretion and relat;velz long decision- making
cycles. Mutual adjustment is the favored gechanisa fol
cocrdiration amon the managers of the strategic afex
itself. [Ref.

2 chain runs froa the senior managers just Lelcw the
strategic afex tc the first-lipe supervisors who have direct
authcrity cver the operatcrs and this constitutes the
"Middle Line". In trief, the middle-line manager ferformss
all tke mapagerial duties fcund at the strategic apex, Lut
in the ccantext of mapaging his own unit.

He gust seérve as a figurebead _for his upnit apd lead its
nenkers; develcp a refwork ¢f liaison contacts:; mcnitor
tbe envircnment apd his upit's activities and transgit
sché of tke ipforration he receives into bis cun unlt,
u{ tbe bierarchy, and outside the cha;n of cozpanpd;

lccate resourcCes within his unit; otiate aitf
outsiders; initiate strategic change; and andle excep-
ticrs and conflicts.

uanagetlal jobs dc, however, shift in orientation as

descend in the chain of authorlty. There is clear
ev; ence that the Jjob beccmes more detailed and elako-
rate less abetracf and aggregated nore€ rocused cn the
work flow itself . ‘real-time' roles _c¢f the
manager - in partlcnlar negotiation and the handling of

disturkances-" beccie especzall important at lower
levels in the hierarchy. "[Ref. 38)

The operatirc core ccasists of those members sho
rerfcrm the basic work to directly produce gocds and
services fcr the organizaticn. This level perferms fcur
Frimary functions: secures tbe inputs, transfcrms the irputs
into cutjputs, distrilutes the outputs, and provides direct
suppcrt to the aforementioned functionms. Mintzlterg [pcints
out that "Since it is the oferating core that the cther
Farts c¢f the organization seek to protect, standardization
is generally carried furthest here. How far, cf course,
depends cn the work keing dcne...."™ [Ref. 39].




The analysts whko indirectly support the orgarizaticn
are fcund in what Mirtzberg refers to as the technostruc-
ture. These analysts do not participate directly 4ir the
cperating werk flow, tut instead design, standardize, lan,
change, cr train the people whc actually dc tbe work. Ir a
fully develcped orgarizaticn, the analysts' s<ills mnmay be
utilized at every level of the hierarchy: r[production sched-
vles, tize-and-moticr studies of the operatcrs' scrk, and
quality ccntrol systems at the lowest levels; middle manager
training and operaticans research studies of infcrraticral
tasks at the middle levels; strategic planning and finarncial
centrcl systems at tle strategic apex. Mictzberg irdicates
that "while the analysts exist to standardize the wcrk of
cthers, their own wcrk would appear tc be coordinated with
cthers largely throucgk mutual adjustaent. {Standardization
cf skills dces [flay a part in this coordination, bcwever,
kecause analysts are typically highly trained specialists)®
[Ref. 40'.

The final element ip an organization's structure is
the svuprcrt staff wltich is made up of a large nunker cf
specialized units that exist tc jprovide indirect suppcrt to
the lasic zissions of the organization. Because there are a
wide variety of suprcrt units, conclusions on a favored
coordirating mechanisz cannot te drawn.

BEa¢h unit relies ¢r whatever_  mechanism is most_afprro-
priate fcr itself - stapdardization of skills in"" the
office of 1legal council, wmutual adjustwent ip the
research laboratory.., However, becallse many of _the
Suppert units are Jghlg,speglallzed and rely ob fprcfes-
sicbal staff, stardardizaticp of skills "ma € the
single mcst important coordinating mechanist. lnef. 41]
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3. 3lhg Orgarizaticp Viewed as a System of Flois

Tc analyze hcw these parts function together, it is
necessary tc look at the compcnents of the organizaticn as
linkec¢ tcgether Lty different fcrmal and informal systeams of
flouws cf auvthority, wcrk material, informatior, and decision
processes. - These systems of <flows considered in their
totality begin tc descrike the sheer complexity of tie whcle
crgarizatice.

The flow of authority is delineated by the crgariza-
tion chart which represents a formal picture of the division
cf lakcr. The chart indicates what positions exist ir the
organizaticn, hcw these are grouped into units, and bow
formal authcrity flows among them. This view of the crcani-
zatior essentially describes the use of direct sufpervision
as a coordiratin¢ mechanisn. Despite the fact that fcrial
authcrity crly represents cne very limited aspect of the
ccmplex crganization, it must ke understood if the furc-
tioning ¢f organizations is tc ke comprehended. Melville
Laltcn, in his study of informal relaticnshirs 4ir aa
American manufacturirg plant notes the formal =structire
restrains tke informal in thkree kbasic ways:

First, the fcrmal largely_ crders the directicn the
infcrzal takes, Second, it conseguentlg shaies the
character of deferses created ,bg he inIormal. £ And
third whether the formal is brightly or dimly existent
in tﬂe, tlur of contradictions, it ~reguiles overt
ccnfcraity to its precepts. [Ref. 42]

The functioring of an organization can alsc te
descrikec as a fcrmal system cf regulated flows, or in ctlier
words, as frocesses which are systematically and explicitly
contrclled. Mintzberg asserts that "this view (of regulated
flows) was rot orly a favorite cf early organizaticnal theo-
rists, lut remains the dominant one in the 1literature of
rlanning and control systems today " [Ref. 43]. Acccrding
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to Miptzlkexrg, the flcws identified in the regulated system
descrilke the use of standardization and consist of tke cfper-
ating work flow, the flow <c¢f ccatrol information ard ceci-
sions, apd the flow ¢f staff information. Operating wcrk
flows ccrcern the movement of paterials and informaticn ir a
variety c¢f ways thrcughout the input, processing, and cutfput
functicns. Due to the nature of these prccesses, it can ke
cbserved that regulated work flow relationshiprs can exist at
any level cf the hierarchy where work standardizaticr is
vsed, rut is most characteristic of the operating core.

Cf critical importance to this discussion is a
second system of regulated floss developed by T. TI. Faterson
- thcse of the forzal contrcl systems which regulate the
vertical flcws of dinfcrmation and decision making frcrm the
cperating ccre up the chain of authority. Patersor ccncep-
tualizes regulated ccntrol flows as vertical channels up and
down ttke ziddle line.

Coxzpgands and instructions are fed down the chair of
autherity, emanating from_  the strategic apex c¢r a
middle-lire €O$1thI, and elaborated as the¥ lcvw dcun-
ward. In bhe forzal planning grocess, or examgle,
en¢ral 'strategic' rplans are é&stablished at the stra-
€gic apex; siccessively, these are elalorated drntc
prcgrags, cagpital and op rat;ng budgets and orerating
pla s_(e.%., marketing and manpower plans),_ finail
Leaching the cperating ccre, as sets of detailed wcr

instructicns, In efféct, in +the regulated system the
decisicns made at 6 the strategic _apeXx set off ever-
widening saves of igplementatioi decisions as they flow
dowr ti€ Etierarchy.

The upward control system exists_as a "management infcr-
matich systea"™, or FIS, that collects and Codes data or
perfcrrabce, starting in_the_ operating core, As tklis
infcromaticn passes €ach_level iR the hzerarchz, L it 1s
agjgregated until, finally, it reaches the strategic arex

a
a§ a “Ircad suzrmar of overall organizaticnal ferfcram-
ance. [Ref. 44} ¥ g £

Figure A.3 illustrates some aspects of the regulated ccantrol
flows in a firm - the downwird planning system and the
upvaré acggregated feedkback informaticn on fipapce and
prodtcticn.
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Paragement aralysis of feedback informaticr is a key
€lemert in effective decisicn making. The regulated ccntrol

syster ircludes the specification of the types of decisicas
that car te made at each 1level of the organizaticn.
Panagers at differert 1levels can interrupt the regulated
flows c¢f irformation up and dewn the hierarchy to make deci-
sions approrriate to their level. Commands coaing dcwr arce
stopred at a designated level and handled there; ipfcrmaticn
cn excepticns (those decisior situations that carmct be
dealt sith at a given level) are passed up the hierarchy
" until tkey reach a marnager with sufficient formal authcrity
g to handle thenm. Berini [ Bef. 47] presents a hypothetical
regulated decisicn system in Figure 3.4.

The regulated flow c¢f informaticn for the purpcse of
i teedirg staif information and advice into line decision
- gaking is tte third system in an orgamizatioa. This infecr-
% gaticr flows horizontally letween the line managers 4in the
giddle and the suppcrt staff and technocratic grcups on
either side to suppcrt the line decision process. These

specialists design ard operate indirect support systeas,
collect srecific intelligence information from the external
envircnzent, and lend their expertise in dealing with excep-
tions ané thke planning grocess.

Mintzberg discusses three additional systems of
flows --infcrmal comsunicaticn, work constellation, an¢ the
ad hoc decisions prccess-- which are all characterized by
their lack cf official organizational recognition, andé the
f .t tkat tley supplesent, circumvent or are independent of
‘he systens of fcrpmal authority and regulated flcw
Frocesses. These informal systems revclve arcund the
aspects ¢f unpredictakility, randomness, subjectivity, judg-
sent, activatior and diverse rpersonalities and values that
are ipherect to the interacticns of unigue human Lteings.
Laltcr defires fcrmal cr official as "that which is fplangped
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and acreed upon" and informal or unofficial as "the spccota-
peous and flexible ties amcng members, guided &Ly feelirgs
and perscnal interests indisrensable for the ogeraticn of
the fcrral, but toc fluid to ke entirely contained Ly it
[Ref. 4E’. Consequently, a dichotomy arises between the
first twc systems of clear cut formal authority and regu-
lated flcws as explicit reflections of organizational struc-
ture and ccntrcl; and the 1last three systems which are
inforsal, implicit, uncontained by organizational Lcunda-

ries, ard revolve arcund feorle and their unique tehavior
and mctivations. This dimension of the degree of fcrumality

will influerce 1ot crly the =structure and processes cf an
crganizatico, but will diwmpact also on the behavicr and
Erodrctivity of it's genmbers.

4. Lesign Parameters

Design assumes discretion, _an  abilit to alter the
syst€ém. 1In the case cf orgapizational structure, desigan
means turning thos€ knobs that inrluence the divisicn oOf
lakcr and thé coordipating mechanisms, thereby affecting
how tre organization " functions £ --how materials,
authkcrity ifformation, - and decision rrocesses flow
thrcugk it. [BRef. 48]

Mintzler¢ «conterds that the "knobs"™ are onine essertial
rarapeters that orgarizaticns use to divide and cccrdinate
their wcrk in crder tc estaklish stable patterns of kehavior
for ultinmate predictatility and control.

The £first three parameters --job specializaticn, R
kLehavicr fcrmalizatico, and training and ipdoctrinatiorz--
are ccnsidered ir the design of individual pcsitions in the
crganizaticn. Job specialization relates to the sccpe and R
nunkter of tasks and the degree of personal control cver the S
scrk. Behavior can Le formalized by job or by work flcw,
where the crganizaticn attaches behavior specificaticns tc
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the jct cr work; or fcrmalized by rules, where the orgariza- f.;i
tion ipstitutes rules for all situations --all joks, all f;ff
sork flcus, all wcrkers-- which may specify whc car or ;;;:
cannct dc wkat, whexe, to whcm, and with whose authcrity. P-‘.

Begardless cf the aprroach, there is ultimately an increase
in predictatility ard ccotrcl and reduced variability irn the
organizaticr. The training and indoctripation farameters

toth rerresent the internalizaticn of accepted or standard-
ized patterns of bebavior in the workers.

The next set cf parameters --unit grouping and urit L
size-- influence tte design of the superstructure. T

Given gverall organizaticpal aeeds --goals to be
achieyed missions to be acccm :.lished, as well as the
teckrical system to acccmg 1sh thel~- the designer
delineates all the_ _tasks na must be, done... lhe
designer then cqulines these tasks into  positicns
accciding to the decree _cf specialization desired, and
deteruninés how formadlized each should be as well as what
kind cf training ard indoctrination it should reguire.
The next, =tep is"tc build the superstructure, fifst Lty
deterzini :g hat tyies and ncw mang osztzons shculd L€
gron;ed irfo first=érder upnits, fhen what types and

oW @ar units should K Le grouped int¢ evér-mcre-
com;rekegczve units until thé hierarchy is ccarlete.

Bint2ler¢ suggests tbat the unit grouping process estab- .jif

lishes -tte formal-authority and hierarchy normally fcurd in 17;Q

an orgznizatiom. Lol
P .

Grouring fcrms the Lasis fcr direct sugpervision and mutual
adjustrert via the kierarchy and the need to share ccmzon
Iesources. Grouping also ccntributes to the standardization
¢f cutputs by froviding ccmron measures of perfcrmance.
Onit s=ize revolves arcund the concepts of sram of ccentrcel,
cr the maximum numler of [eople one manager can cversee
effectively, and the shape c¢f the superstructure: tall, with
spall units and rarrcw spans cf control or flat, with large
units ard wide srans ¢f contrcl. Mintzberg summarizes kis
commests cn size with
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unit size is_ driven ug ky (1) standardization «cf all
three tyres (input, work frccess, - output), (2)_ sinmi-
larity in the tasks gerfozmed in a given unit, (3)  the
englcyees' needs_f autoncay and”~ self-actualizaticn
an . the need to reduce istortion in the flcw ¢
infcrratica ug the _lierarchy; and it is drivern dcwn b
1) the need Igr clcse direct supervision, (2) _the nee
or mutual adjustrent azcng complex interderendeant
tasks, (3) the extent to which " the mapager of a unit las

nons:pervlsorz duties to perfcrm and (4) the need for :
menters of the wurit to have _freguent access tc the
mapnacer fcr comsultation or advice.” [Ref. 50] .

The estakliskzent of individual [fositions and the
develcrment of the =superstructure are not sufficiert to
conplete the design c¢f the entire organizaticn. Inpcrtant
interderendencies remain and are accounted for in desicning
the tuc lateral linkage parameters: Flanning and ccntrol

systens and liaison devices. Tcyether planning and ccrtrcl
systenxs directly regulate cutputs and indirectly regulate
tehavicr. 2 plan specifies a desired output or standaré¢ and
the c¢cntrcl assesses whether or not the plan Lkas Leen
achieved. Mintzberg distinguishes between two different
kinds of rlanning ané contrcl systems: one that focuses on
the «regulation of cverall performance or after-the-fact
gonitcring cf results that he calls performance control, and
the ctler tkat seeks to regulate specific actions that will
take place at scze future time which he identifies as action
flanning.

In cthber sords...tle organization can measure outputs ir
twc ways. It can use pérforrance control to measure the
results cf a whole series of actions,  and use this
infcruzaticn to_makes changes: 'The profit rate shovuld
increase from 7 to 10 percent,'... Alternatively, it carn
use a¢ticn planpnirg "to  determine inpn_ advabce what
specific decisions Cr actions are reguired.: 'Blue
widgets stould be s=cld tc customers X, Y, and Z,%...
wvhile performance ccntrol is a pure means of stanaa;d-
izirg Cutputs, action planpiny - because it sgec;t;es
particula actions - reseskles in soame uaﬁs the design
parameter of formalization of tehavior. [Ref. 51]
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To furtkter differentiate between the concepts, Mintzkerg
adds. aw o

ger crzance ccntrg¢l imposes general performance stan-
ards _cver a pericd, of tinme, with® no reference tc¢
specific actions; action glanglng inposes srpecific deci-
slicrs and actions _tc be cCarried out. at specific fcints
in time; and behavicr forzalization imposes the means by
fglgh ‘2§c1szons ard actions are to be carried cut.,
ef. £

Figure 4.5 [Ref. 53] shows these interrelationshkifps amcng
decisicns, action planmning, and performance contrcl. P

Iiaison devices are incorporated into the fcrizal S
structure tc enccurace interactive coantacts between individ-
uvals. Ttese devices facilitate informal communicaticn and
sutual adjustment ard represent a coatinuum of estaklished

» liaiscn pcsitions, task forces and standing conmittees, S
integrating managers with delegated formal authority, and

the matrix orgamizaticamal structure. Work that is ccmplex,
highly irterdependent, and hcrizontally specialized requires
close cccrdinaticn ard therefore would benefit from the use

M ____aang

¢f liaiscn devices. Mint zkerg asserts that "Ir general,
given the nature of tie work of middle managers =--largely ad

-

boc kut sciewhat ame¢rable +tc¢ structure-- ... the set of

p—

Fovwer over the decisicns made in the orgamization. Vertical
deceptralization relates only to the chain of authcrity -

l liaiscn devices (is)... the single most important design
Farageter cf the middle line" [BRef. 54]. L
The final farameters used to design the decisicn- :&“?
[ makizg system are vertical and horizontal decentralizaticn. ;”uf
' Thes€ farazeters focts on the patterns for the dispersal cf i:i:

the strategic apex ard the middle line. Various patterns l}ﬁﬂ
are rcssible here. S

In scme crganizaticns, pcve{ remains at the strategic o
agex;, an cthers, it is,| delegated to_varicus levels~in R
the giddle 1line, sometimes sélectively, someties 1in e

parallel; and in =till other cases, power passes right
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to the kcttom cf tle¢ middle line, and perbafps beyord, tc
the ofrerating core. If cne generalization’ is if crder,
it is that classic_authority ~“patterns centinue tg¢ dori-
nate organizational goqer systems, that 1i1s, forpal fcwer A
resides’in the first instance vith the gﬂzgf executive o
at tkle tgilof the _ ltierarchy. From there it is delegated -
at his will. And fcrpmal fower, vis-a-vis the infcimal,

still zatters a great deal in organizations. [Ref. SEt]

Eorizcntal decentralization Ltrings the technostructure, ey
suppcrt staff, and cperating core into the power systeun.
Again there are all scrts of pcwer distributicns ranginGee..

frcx negligible staff groups to powerful ones, froa weak o
orerating cores tc¢ dcdinant ones. But cne fpoint is . -
clear, All have irnfcrmal power to the extent that the
contain expertise. Staff groups do_  more thanm Jjus
advise when they have the kncwledge needed to make t&ch-
nical decisions; £ cperators accuilulate power wheén_tley
have tle _ex ertise needed to execute Dmanagerial deci=
sicns, and when they are rrcfessionals, that'is, rerfcrro
joks fased on coampléx knouledge and skills. [Ref. S6

i

-

S. 1he Organizaticnal Lichotomy

_i ' 1he coordinating mecharisms, the segregatica cf the —
. organizaticn intc parts and their fuanctional relaticnshigs, T
the systems of flows, and the design parameters —--Lecause

they serve to ccordinate the organization-- all infer the

!i concert c¢f cantrcl. 1litterer contends, "recent develcfpuzents ;I:
d in the area cf ccentrcl, or cykernetics, bhave shcwn (ccntiocl Tff

t and cccrdiration) to ke the saze in principle" [Ref. 57 . A
- dichctcay, however, appears Letween these "ckjective" ,;
elemerts in Hintzberg's model and the "subjective” factcrs -

of individual personalities and social needs. Dalton refers
to the unanticipated effects of tais anomaly in Mctivation

2nd Certrcl in Qrganizations.... s

few things have beeér more Laffling tc managers thap the
resylts Cf sose of their attempts to devélop workakle
perfcrrance measures and controls, thus channeling the s
enexrcies of their enploiees toward the firm's cIjec- o
tives,  Cften wher the cast exgect it, tbez ercculnter .
restricticn of output o derartmeatal in-figating. oz
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one¢_  hand they fird what seems to be apathy,. and
indifference; ~yet cn the other hand,  they keep alsccv~
ering resarkakly ipgenious methods develOped Oy their
sulcitdinates fcr be¢ating the system. [Ref. 58]

Eotl Dalton and Hopwocd acknowledge this dichctcry
in their aprroach to controls. Dalton [Ref. 58] descriles
three categcries of ccntrols: (1) organizational, which tend

-atla

to relate tc¢ very forpal, structured dimensions; (2) indi-
vidual c¢r self, which tend tc be much less structured and

are cerived from individual gcals, aspirations, and exfpecta- i
tions; and (3) dinfcrmal grcup or social, which to a large PR
extent fall between crganizaticnal and ipdividual ccatrcls 4
in terms c¢f structure and individuals involved and evolve
from zutual coamitmert to grour norms. Figure A.6 [Eef. £9)]
summarizes Lalton's categories of controls, the resgective
admipnistratcr, and 1relevant factors asscciated with each
type. The Daltcn mcdel distinguishes each type cf contrcl
cn the Ltasis of comtrcl source and directian, bebavicral azd
ferforzance measures tsed fcr control, signals fcr correc-
tive action, reinforcements or rewards for ccmpliance, and
sancticns fcr noncomfliance.

Ecpwood [Ref. 60], wusing a siamilar classificaticn,
explains hcw adpministrative, social, and self «coantrcls
affect ccatrcl cf the firm. Hepwood's paradigm of crgampiza-
tional «ccntrol, as rresented in Figure A.7 (Ref. 61],
denotes tke fact that contrcls of an enterprise are influ-

e€nced Lty ctier contrcl systenms. .

Calton and Ecpwood are concerned with the kehavior -,‘?
c¢f individuals, whereas Newmap and Amey address structural '
sodels of control and related informatiocr feedback

constructs used for regulation. Newman [Ref. 62] classifies
contrcl intc three types based on temporal considerations:
steering, jyes-nc, ard post-actica. Steering ccontrcls are
forvard-lccking and attempt to adjust the process befcre the
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fact. Yes-no controls are continuous or selective real-tine
screepning ccntrols, sigilar to guality control on a maaufac-
turing line where the element cf interest is either accepted
cr rejected. Pcst-action controls are activated aiter the
fact, ‘wken cutcomes are ccapared with a standard.
Fost-acticn controls represent performance results infcrra-
H tion useful for determining compemsation or rewards, and
i inputs tc tie plannin¢ process. It is interestirg tc ncte
that tte same information may ke used for different types of
contrcl ty different individuals. For exampie, a department
bead's anrual budgcet presentation which suksegquently

e o

receives criticism frcm higher manageaent represents fost-
acticr ccntrol fcr tlat particular dJepartment head, ard at
the saze time serves as a steering control tc thcse Qdefpart-
sent heads vwvho bhave ©pot yet presented their Ludgets.

Newman's three types «c¢f contrcls focus on different tehav-
icrs cr elements of a specific process. Steering ccatrcls
frovide direction on kow to get from pcint X to r[cint ¥ to
Foint 2. Yes-nc¢ ccrtrols presurpose the selecticn of the
apprcrriate route frcr X to Y to Z, and measure only execu-
tion andé timeliness at various checkpoints along the rcute.
Eost-acticn control dces not evaluate the route ¢r the means
tut ipstead is sclely cconcernmed with the end result-arrival

at pcint Z [Ref. 63]. In reference to Newman's model, Euske
cbserves:

The ncre the Ccntrcller moves the control system toward
ost-acticn controls_ _and awag from steering contrels,
he less the Conticller can do to change_orf guide the

prc¢ess. If a one-time prccess is centiolled “by fpost-

acticn cgntrols, everyon€ will have to wait _until the
rccess i1s couapleted to find cut 1if it worked «cr nct.
£ steering ccecntrcl is_ used, a better estirmate of Ce

whetler tke " estimate will work may be available. Cn the : .

otker hand, cogtrollin% scmé_kind of repetitive rrccgess | B
rol allcus for changes in future

using {ost-actxon contro h 1
prcdicts. Whether a type of control is Lestrictive or
not derends to a ;arge extent on the situvation ard indi-
viduals involved in the situation. [Ref. 64]
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[ MApey's [Ref. 65] tyrology is similar to Newran's
€xcert Azey uses a feedrack model to describe the tyfpes of
contrcl. Nevman's kefore-the-fact steering contrcl ccrre-
lates directly with Amey's learning model. The le¢arning
framewcrk represents a pattern <recognizer to lend assurarce
that cptimal or near-cptimal dJdecisions are rade. Newzar's
yes-nc ccatrol correspronds to Amey's adapter, shich
considers variability and persits feedback fcr new elezents
[rocessed in the systen. Fost-action control is identified
as the ccupensator, or after-the-fact control, ir Amey's
terminclcgy.

Ecrwood's typclogy correlates closely with Laltor's
tehavicral model, jtst as Amey's classification ccrresgords
to Newman®'s structural model. The integration of the struc-
ture and kebavior agproaches permits the presentaticn cf
contrcl alcrg multirle dimensicas.

The differences in the types of control _are not impcr-
tant ir tlemselves. K Thelr importance  lies in the Ifact
that ip ary situaticn in whigch_there 4is ccntrol, that
ccptrcl cad exist alcng qultzg;e dimensions...1¢ under-
stand the influence of a rarticular control withir an
organization, one nust ;dentlfg the unique combinaticn
of " ccrntrcl characteristics and situational contingen-
cies. [Bef. 66]

Figure A.8 [Ref. 67 reflects these multiple dimensicns by
relating the models cf Daltcn and Hopwood on the hcerizcntal
axis tc thcse of Newuzan and Amey along the vertical axis.

1he extent tc which an organization formally desigas
its structure, institutes standardization, assigns
authcrity, develops a reliaktle MIS, sets gcals and cltjec-
tives, and delineates organizational policies and fprocedures
for ccordination and control, can be inconsegquential tc the
success ¢f a control systen.

Indivicuals can orly be cc¢ntrolled inasmuch as they
accert tbe control... In order for a control system t¢
work, Loth sides have to agree to it and cooperate. It
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thf individuals garticipatitg do not ,coogerate, .there

11]1 rct ke any cértrol. | It _is that simple, Desigrin

a szstem that “the individual controlled’ will acceft id

ﬁctah% ] the key facter in the design [prccess.
ef.

An organization, thexefore, can be identified by twc krcad,
interrelated dimensicrs: the administrative structure with
all its implications, and the situations and interacticrs of
reople with all the associated diversities and complexities
cf huzan kelavior. As previously indicated, a third dimen-
sion, tke degree of fcrmality, is a direct correlate, and in
conjunction with tle other two serves to define the
substarce c¢f an crgarization.

L. TEE CCNCEPT CF MANAGEMEMNI CCNTROL

1.

1he process cf planning has taken om greater signif-
icance in 1light of &=mcdern advanced technology, irncreased
€nvircnzental uncertainty, and expanded organizaticnal size
and cénplexity. Anthony claims that plaaning and ccrtrol
are tlke tvc most impcrtant activities of any manager. Euske

views planring and <ccantrol as separate but complemertary
concegpts:

The plan is the means b{ which the manager dinterds tc
affect the future; ccontrcl is the meansS by which the
BAnageEr €psures that the rlan functions....The manager
capnct rlan if tlere is no information indicating
current status. Cr the ctber hand, the manager cannoi
contrcl urless there is sopme plan that indiCates the
purpcse cf control. [Bef. 69]

Elanning consists of koth a process and a structure.
Analysis of Emery's five stefr [flanning process and Ackcif's
five part rlanning structure reveals a distinct ccrnection
tetween placning and ccantrol. Emery's [Ref. 70)] first steg

.
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in the fplapping frocess is tc decide on the values or grigi-

. tive data to be used. The primitive data may fe eitter

| Frojected cx historical and say vary in detail degending cn

the level and [purpcse of the plan. ~ae second step is to

manifpulate these values in crdexr to determine the ccnse-

quences c¢f alternative plans. The selection of the best

I Flan frcm the alterratives, and the translaticn of the

selected plan into a form for operational planning are the

third and fcurth stegs. The final step in Emery's rlanning

: Frocess is control cf the [flan. Control compares actual

l results against the flan and takes aprropriate actiocns to
achieve the plan's olZectives.

Ackcff identifies epnds, means, resources, inplemen-

taticr, and control as the five parts of a plan's structure.

Y B SR A

The ends are the goals or cbjectives; means are the foli-
N cies, [rcgraans, ard procedures to achieve the gcals;
g resources represent thke determination and frocurement cf the
type and guantities c¢f varialles reguired to execute the
I Flan; isplementaticr concerns designing the process for

executicr cf the plar; and ccntrol is the "design cf a
procedure fcr anticirating or detecting errors in, c¢r fail-
ures cf, tke plan and for preventing or correcting tkem on a
l contiruirg basis" [Eef. 71]. Both Enmery's and Ackcff's
acknculedgezent of ccntrol as the 1last stage or fpart of
rlanning serves to emphasize the interrelationship and

B Bd IR PR P

putual dependence of flanning and contreol.

3 <. Strategic Plarping apd Centrol

:' 3o
. Strategic planning, the broadest organizatioral NS
v planning ccntext, is "the process of decidirg on the gecals ?1*
% cf the orgarization ard on the broad strategies (activities) ;fyj
- that are tc be used in attaining these goals" [Ref. 72]. i
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For the puricse of analysis, it is possikle to
s abstract tuc imfportart aspects from the =strategic fprccess:
i formulaticn, and inmrlementatica. According to the authcrs
cf Business Policy [Fef. 73], strategy formulaticn is the
g decisicn fprccess whict determines what the organizaticn will
N do, Lkased cn the analysis of four components: market cgpcr-

| tunity, organizatioral comretence and resources, fpersonal
values and aspiraticis, apd recognized obligaticns to ?;fﬁ
cthers. Strategy irplementaticn, on the other hand, =marks ' e
) the first reference tc administrative activity aand centrcl. L
E It ccrcerns the design of the organizationm's structure, :
informaticr and ccntrol systens, relationshirs, and

[rocesses tc permit efficient and effective perfcrmance,
integraticn, and coordinaticn. Top management plays a crit-
[ ¥ ical 1xcle in estatlishing organizational purpcse and
: climate. Strategy iasrlementaticn, therefore, is ap adminis-
"trative design process aimed at achievirg results.
N Strategy is a process that is in many ways inherent
i to the structure, behavior, and culture of the orgarizaticno
- in which it takes fplace. In practical application, the two
aspects cf strategy formulaticn and implementation are so
interrelated as to be inseparakle. Organizational structure
and [frccesses constrain the <formulation of strategy;
bhowever, fcrmulaticr is necessary before izplementatior can
te meaningfrl, and e€ach must te dome in terms of the cther.
Figure A.9 summarizes the analysis of strategic fcrzulation
and isplementaticn as a pattern of interrelated decisiors.
Fecrzalized «ccntrol of stratejgy formulaticr wotld
o cnly serve to inhibit the ipnovation and creativity vital to

this [frccess; nevertheless, a control 1loop which feeds :
informaticn tack intc this activity is essential tc fersit :;”
reassessgent and modificaticn c¢f current strategies in light fi
- cf clanced exterzal ervironmental or intermal organizational jgf?
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conditicrs. Reccgnizing the need to monitor strategic fprcg-
ress and cltange, Peter Lorange introduced the concept of

Bl el o .

"strategic contrcl" ip 1582 apd noted:

Mapagement control fractices still continue _to r[rlay an
lnggrtant role as a _vehicle fcr mapaging today?s’ ccigo-
ra 1ins bu theg,do not seem to have évolve si nifi-
cant fcvar s béing more explicitly recongilab Witk
strategy-setting mardgement [rocesseS...it 1s useful tc
see stfategic plarring apd ccntrol as separate aspects
of an cverall _stratgglc g:ocess hence the texrm Stra-
tegic ccntrol is used. [ Bef. 749

In this zodel, the strategic process is viewed as a
discrete direction-setting suhp:oceés, in additicn to a
contipuovs sub-frocess of modification, follow-ug, and
imprcvesent of this directicn. lorange breaks dcwn the
directicn-setting sul-frocess down into a seguence c¢f three
steps: (1) Establishment of objectives, (2) strategic
;rogranning to identify the steps and the resources reguired
to achieve the irterded strategic 6bjectives, and (3) delio-
€eaticn cf rear-term action for strategic programairg in
rarallel with normal cperating activities. To evaluate near
and lcng-texrm prcgress toward improved organizaticnal effec-
tiveness and efficiercy, the strategic control syster simul-
tanecusly ucnitors fcur interrelated performance dimensiors:
(1) ccoventional budcetary ccntrol, (2) the annual planning
update, (3) specific control of progress towards strategic
gilestcnes, and (4) critical environmental analysis.

- Strategic Plarning versus Tactical Planning

Cne traditioral way tc classify planning is either
as strategic or tactical. Strategic planning is generally
conducted at the highest levels of manageaent, is cf a
long~run nature, takes a corporate view, and ccvers the
entire sccre of the crganizaticn. It reguires large ascuats
cf infcrmation drawr from outside the organizaticn. Tkis
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data relates to the future and by its nature is imprecise.
The strategic planning process is continuous, but the timing
cf the decisions is irregular for it is triggered Ly tke
appeararce cf opportrrities or new ideas.

In contrast, tactical planﬁing is conducted at and
relates to lower operating management levels, is of shcrter
duraticn, takes a functional foint of view, and covers the
wvhcle of a suborganizational wunit responsible for executirg
Farts of strategic plams. Tactical information rneeds rely
gore teavily on internally geperated data, and invclve a
propcrticnally higher use of historical inpformaticr and
recoxrds. 1The tactical planning process is for the mcst fpart
a pericdic cycle that is on a fixed tinme schedule. Figcre
4.10 provides a sumnarized comrarison of the two types of
flanning.

Steiner contends that "control is a multidimensicral
term and shculd le defined ip a manper similar to the treat-
gent cf plarninge... Control, like planning, has different
geanincs fcr its different dimensions" [Ref. 75]. It

' follcsis, then, that jrst as lorange developed the concert of
: strategic ccatrol vis-a-vis strategic planning, so too, can
a sigilar ccntrol correlatican e drawn in terms of tactical
glancing.

4. Apthony's Plarping and Control HModel

Anthony idertifies three types of plapning and

contrcl prccesses in crganizatioms: (1) strategic planning,

' (2) garagement control, and (3) operational «ccntrcl.
Strategic planning is synopymcus with the previous defiri-
tion and Steiner's ccrceptualization. Anthony's "maragement
contrcl* and M"ofperational control" fall under the unktzella
cf tactical control and represent vehicles by which infcrga-
tion is fed back to ensure that strategic plams are teing
carried cut. In the management control process, the goals
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and krcad =strategies establisbed in the strategic fplanning
rhase are accepted as given; implementation of these strat-
€gies ccnstitutes maragement ccntrol: Ythe process Lty which
sanpagezert assures tiat the organization «carries cut its
strategies effectively and efficiently" [Ref. 76).

Faragement <c¢cntrol is a continuous but rytbhmic,
administrative, and fersuasive activity that focuses cn the
entire crganization. This fccus irpplies the need fcr cocr-
dinaticn apd integraticm tc assure that all parts o¢f the
cperaticn are in balance with ome another. In crder to
coordinate these activities, management needs infcrmzation
about €ach c¢f then. Although information collected fcr cne
rurpcse cr part may differ frcm that collected for ancther,
the data 1stst be reconcilaklie between one secticn <¢f the
crgasizaticr and ancther. The medium geanerally used to
achieve this compatirility is <financial informaticn. This
inforgaticn is of tuc general types: (1) planned data
(programs, tudgets, ard standards); and (2) actual data or
informaticr on what is actually hbappening koth interral and
€xterral tc the crgarization.

Exanples of activities to which management cfntrol
applies are the tctal cperation of @most ccorpcraticas
including judgment irputs on indirect 1lator, compensatica
Erograms, training, safety, marketing, sales promotiocn and
pricing, mcst aspects of research and development, and the
work cf staff units ard top mapagement.

Anthony distinguishes ofperaticnal <control as a
subset of management control recause it occurs withino a set
cf well-defined frocedures and rules emanating f£rcm manage-
gent ccntrcl. Operational ccntrol is derived from mathemat~
ical scdels and is "“the prccess of assuring that specific
tasks are carried  out effectively and efficiertly"
[Ref. 77 The process is ligited to frogrammed activities
for wkick the optimus ccmbipaticn of resources to prcduce a
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desired cutput at tke Ilowest ccst is kmowa, and cap ke
reduced to a set of logical rules. These rules prescrikte
raticral actions in the ccnduct of day-to-day operatiorns.

The fccus is on single tasks cr transactioans, and cn ttings,
not mcney. When the cperaticmal control rules fail tc cover
all tke aspects of a given prcblem, an exception surfaces
for resclution by human Jjudgment through the 1maragerent
contrcl [rccess.

Examples of activities that are amenable tc ciera-
tional ccntrol are attcmated plants, the direct prcduction
creraticns cf most marufacturing plants, fproducticr sched-
vling, dinventory «ccrtrol, crder receipt and processing,
tilling, [fpayroll acccunting, check bapdling, and sigilar
Faperwcrk activities. Figure a.11 dericts Arthceny's
[Ref. 787 1zodel and includes financial and ipfcrraticn
bandlipg aspects critical tc effective organizaticnal flap-
ning aad ccntrol systenms.

Steiner relates oferational control to tactical
Flanning (ccntrol) whkerein "Crerational control is the saze
as tkat part of tactical plamning... wvhich is automatic in
cperaticn and reguires no management attention other tham to
detergzine the automatic decision-making foraula" [Ref. 79].
In susmary, mapagement cortrol encoapasses the remaining
troad tactical [lans c¢f orgapizational functions aiazed at
the acccrplishment c¢f strategic objectives. The tyre of
contrcl appropriate fcr the whcle of any umit that executes
rrogragmed and nongrogrammed activities is maragenment .
contrcl. The contrcl of the whole accounting departaent is ;3$
Zanagemert control, despite the fact taat ofperatiocpal
contrcl is apprcpriate for specific features of the work,
such as pcsting and check writing. Figure A.12 [Bef. €0]
fresents a synthesis c¢f distinctions between managesent and
cperaticral control.
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Apthony describes a matagement contrcl system also
in terms of a structire and a frccess. The structure is the
crganizaticral arrancements and information constructs that
facilitate the managezent ccntrol process.

Tbhere are tuc types cf structure delineated in the
systenr, narnely, a rrogram structure and a reponsikility

center structure. .Even though they are discussed sega-
‘ rately, they are in jractice interrelated. A prcgram is a
product, prcduct line, project, or similar activity that the
crgacizaticn undertakes in crder to achieve its goals. The
[rograr structure is arranged tc collect data om individuval
rrograms tc facilitate decisicr-making abcut resource allo-

caticn, tc track revenues and costs, aad to permit ccapara-

tive amalysis. 7The second way to classify informaticp is by T
geans c¢f the responsiltility center structure. A respcnsi- s

tility center is a subunit ¢f an organization headed Ly a :

respcnsiltle manager. Informaticn compiled by responsibility fﬁ{fi
center is used fcr. gmanagement planning, coordinaticn, and e
contzrcl.

The managemert contrcl process has both inforzal amd
formal characteristics and consists of a set of acticns ttat
are prescriked and ezecuted. The key element that differen-
tiates management ccntrol fron cther forms of contrcl, is
that the [rocess is rct restricted solely to acticns, it
invclves recple.

Mapagement ccntrol is a process for the use of managers.
It ihvglves the interacticn cf mapagers with one ancther
and with sukordirates. It 1is a  people=-criepted
PLOCESS..+» SiDCe zanagers are human beilgs, gszcho cg-
ical ccnsiderations are dcminant in manageémen crtrcel.
Actiyities such as compunicating, persuadlng, exhcztzng,
inspiring, and criticizing are an"important part cf the
prccess.” [Ref. 81)]

It is iszpcrtant that the acticans prescribed by the struc-
tural design of the system are in consonance with the
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managers rerceived self-interest, as well as in the Lest S

interest of the orgarizaticn. The design of the systen
should erccurage goal congruence so that personal gcals of .
crganizaticnal members are, within feasible limits, ccrsis- !;1.

tent with the goals c¢f the crganization as a whole.
¥uch of the mnanagement control process refresents R
informal ccrmunicaticn and interactions which take the fcrm N

cf meetings, conversations, and even body language sigrnals. !:;
In addition tc tlese inforrmal interactions, Anthcny :
[Bef. 82 contends that mcst organizaticns also have a ST
systezatic formal maragement control system that car be Y

thougkt of as a series c¢f interlocking subsysteas, or
rhases: cne for prc¢ramming, another for kudgetirg, jyet
another for meastring creratiors, and a final subsysten for
reporting ard analysis. This concept serves as the fcunda-
tion for the DOD's crtrrent planning, programming, and tudg-
eting system (PEBS). Each of these phases recur in a
regular cycle and leads to the next activity. In ccakina-
tion, tkey form a clcsed loop as illustrated in Figure 2.13.

The programming phase determines the majcr frcgrams
the orgarization plars to engage in and estimates rescurce
allocaticn for the ccaing period. These determinaticns are
made withir the context of the freviously established goals
and strategies, cr tley represent modifiéations in stratecy.
If they fall into the latter category, they are considered
rart cf strategic planning rather than management ccntrcl;
these twc rrocesses ccnverge in the programming phase.

A tudget is a monetary plan which ccvers a specified
fericd of time, usually one year. These plans are initially
conceived in terss cf frograuss, but in the kudgeting thase
they are ccnverted into terms of responsibility centezrs.
Thus, the Ludget sexrves as a direct interface between the
Frogran and the panacer resrcnsikle for its total or fpartial
executicn. The Fudget represents a bilateral conmitzert.
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Subject to qualification warranted by unforeseen change, the
respcrsitility center managers agree to produce a planrted

cutput with a designated amcunt of resources, and in turn, T
their sufperiors agree to consider this level of fperfcrimance ﬁ
as satisfactory. kI

Luring the ofperating period, records are maintained
ch resoutrces actually ccnsumed (costs) and outputs actually

frodeced. The structure of the records rernmit ccsts to ke
collected rcth by prcgram arnd ky responsibility center. 1Ihe
former <cost compilation serves as a Fkasis fcr future
frogramazing; the latter is used to measure the respcnsi-
kility center manager's perfcrrance. The operating and
scasurement phase includes the [process of internal auditing
which verifies the accuracy of the quantitative infcrmatica,

and serves to discourage theft and deviations froam plars and _
policies. fif
In the reporting and analysis phase, fplanned cutptts Eﬁf
and inputs are comfpared with actual figures. The results f;
are used tc coordinate and ccatrol current orerations, and -
to evaluate programs and operating performance. Acccunting o
inforzaticn, in addition to other data, are acgregated, Zﬁs
analyzed, and reported to thcse organizational menmkers sho 4 3;5
are respcnsible for isprcving rerformance. If the pian in :ff
Frogress turns cut nct to ke optimum, the kudget anc the fif
prograz are revised accordingly. Thus, evaluation c¢f actual jfﬁ
rerfcrmance can recyle back tc the first phase in the clcsed :'
loop maragexent contrcl process. o
Crerational ccatrol, as a subset of @maragement I;E

contrcl, likewise has a structure and a process. The struc-
ture is «restricted to am organizational subunit cr a
narrculy circumscriked activity and the parameters c¢f a -—

sathezatical egquation of the operation. The operaticnal
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contrcl prccess cccurs within a set of well- defined rroce-~
dures and rules derived frcm calculated mathematical cfrti-
gization estimates ard managemert control influences. This
system states what action should be taken and it autcrati-
cally =makes the decisions. The degree of @paragemeant
invclvenent is szall and focuses on management oversight to
imprcve the operational techniqgue, to detect any unfcreseen
failure ip the ofperation cr change in the conditiors on
which tke technique is predicated, or to determine the need
for ccrrective actior.

S. Eautz's BNodel of Mapagement Control

rautz [Ref. 83] has developed a management ccrtrol
zodel that is consistent with Anthony's, but is less elako-
rate. 1be model is derived from the findings of ap inter-
disciplirary study of internal control in U.S. corfporaticas,
and tlerefcre, dravs more frcm an operatiomnal rather than a
conceptual context. Maut 2z dces 1not discriminate Letween
managesert control and strategic planning or ofperational
contrcl, Lut instead looks at its relationship vis~a-vis
internal ccatrol and financial ccatrol.

In crder to define management ccatrol and to distin-
c¢uish it frem internal cortrcl, Mautz develops a first
conceptualization cf management control with ideal
emplcyees. This initial ccnceptualization is based on the
follcuing set of assumptions: a set of management ccndi-
tions wbick elisinate ccocern for internal errors and irreg-
vlarities; prudent, efficient, honest, loyal, and infcrzed
€mployees who are irsusceptitle to inadvertent errors or
lapses cf any kind; and employees who, given esseptial
instructicos amnd guidance, are coampetent and sericus
perfcrzers in accordance with company policies, objectives,
and plans. Giver these conditions, the minimum basic struc-
tural elements of a management control system would Le:
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1. Establishmert of ckjectives (policy) for the
compary ard its operating cciponents.

2. _Ccmmunicaticn of objectives t¢ thcse responsitle
for inplementation.

3. XInplementaticn . . .
a. Plannlng,operatlcns to achieve okjectives. R
E. Instructirg eaplcyees about expected rerfcra- S

¢c. Performarce

ancCe.

4, BEeview of accomplishment and consideraticn_cf
need fcr modificaticnm of fplaps and policies. [Ref. 84]

BEis second <ccnceptualization of control is ccrtin-
gent cr &mcre realistic conditions and adds those elerents
which are required Lecause employees are human and sulject
to tte faults and failings o¢f ordinary mortals. In this
context, erployees regquire sugervision to ensure the utili-
zaticrt and conservatica of the companies resources, an

—y
adequate supply cf reliable, timely information for manage- .

ment decisicns and reporting, and performance which ccrtrib-

utes to tbe accomplislmeat c¢f stated objectives. Tc reduce

the cccurrerce of employee failure, the management ccntrol

structrre is expanded to include a number of specific frac-

tices &nd [frocedures tailored to the organization's activ-"
ites. To facilitate recogrition of these additions, they

are urderlined in the following outline of system elezents:

. 1. Establishment of objectives for the company and
its cperating coampcrents.

2. _Ccmmunicaticn of objectives tc thcse responsitle
for isplesentation.

3. Isplementaticn ) . . . ~
a. Plamning operaticos to achieve okjectives. -
L. Instructing employees on performaice.

Ce Perfornaice, includjng supervision of

pexfsrmasce. R
4. ilizaticn of Eprecautions incentives, and A
gessxiencE$3FLERc 2 BESERERIRREL,, SRESIGHYCE: 8O
rIeqularities, 30d Of measuresS fo detect the ex1tteince -
oI €IIcrs and jrrecdvlarities iI these §§.v..e occuited.
.S« FEeview of accomplishments and 6 c¢oasideraticn of
neeé fcr modificaticn of fplars and policaes:
a. For effect of cCutside forces.
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A ccmparison <f the two structures reveals internal Q,ggi

‘ contrcl as a subset of the nmanagement contrcl systen. Qﬁgﬁ

b Interral ccatrol measures iptegrate directly into that
systex cnce the realistic assumption that emplcyees are
subject tc errcrs and irregularities is acknowledged.
Closer aralysis cf tle two structures leads to a basic defi-

Cates ey on 2cn o

piticr ¢f management ccntrol as "all measures taken tc roti-

vate, e€rccurage, ard assist <crganizational perscnpel in . ..
; attairin¢ the crgarization's goals within organizatiocnal ;fif
E policy" [Ref. 86). 1he view cf internal control as a part i;j;}
' cf the overall manageszent ccntrol system is inferred ky the ;if?f
* defiriticn ¢f interral contrcl as "those neasures designed E:fj

to rexind personnel tlkroughout the company of their duties,
! to enccurage efficiercy, [fprudence, and loyalty, and to
rrovide for tigpely discovery cf errors resulting frcm inad-

vertent lapses and deliberate irregularities, should these
cccur® [Fef. 87]. kbereas the role of management ccntiol
encomrasses policy formulaticn and planning, irterpal
contrcl is solely the izplezentation of this policy an¢é the
perfcraarce of these [plans. Viewed from an alternate
Ferspective, managenment's ccntrols are designed tc [lan,
initiate, encourage, guide, and evaluate an orgamizatioan's
activities. Therefore, any steps taken to affect operaticas
in tke attainment <¢f organizational objectives carn te
included in its overall ccntrol systen. In ccntrast,
internal ccotrol is nmerely a supplement to kasic operations.
It rerresents additicnal steps taken to limit the occurrence
cf errors and irregularities during ofperations. Oreraticns
could transtire withcut internal control, albeit less effec-

tively; without manacement ccntrol, operations could not
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exist. Ccnseguently, internmal control is no mcre ttan a
functionirg subelemert of an organization's total «ccntrol
systezs.

Ever though internal ccntrol is separate <froa
ganagesent policy formulaticn and plamning, it still relies
cn paracement ccntrcl to give it direction and meaning.
Internal ccntrol cannct be evaluated in a vaccuun. "Unless
policy gcals in the form of reasonably specific okjectives o
are kncwr, there can le no measures to attain them. Unless : ;ﬁjz;

cperating rlans exist, supervision of performance lcses its
‘ geaninc¢" [Ref. 88].
4 Twc very different ccncepts of internal coptrcl have

emerced over time: «cre advocated by independent acccuntarts
and anotler by management. This divergence is alluded to in
the £fcllcwing excerpt:

The furrcse cf contrcl is to get things done as well as
to avcid errors in doing sc. Because of that emphasis
on acccmplishment, mahagement's interest in interral
contrcl _1s @mcre izkelg to run,6 to activities to _ ke
perfcrzed, resources to ke utilized, and infcrazatior
essential for operational use than would the interests
of apn auditor concerned with the progrlety of financial
statements for external use. [Ref. 839]

Lue tc tle legal lialrility implications of a broader defini-
tion, tie accounting profession has come to restrict the
meanin¢ cf intermal ccntrol to those procedures and records
that are ccocerned with the safeguarding of assets and the
reliatility of financial records. The accountant's inter-
fretaticr can be historically traced in official dccuments
and is reascnably clear and specific as to scope and scurce.
From the fperspective c¢f corporate managment, however, there
is nc stch substantiated supprort or definitional clarity.
lhe ccnsenscts of mapagement orinion views internal ccntrol
ASe e s
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first cf all, ,a management responsibility, a necessity
if lanageneni is tc re effective in obtaining the gcals
of tle corporaticr. Eut management seeS irtérral
contrcl pot” as tie one-tige _adoption _of a upified
systen, tut as a ccntinuing series 0f decisions affected
by changing circumstances. Any number of eyents in the
life cf"a “corporation call for decisions _akout mcre oz
ess ipternal conticl. lcss of a key emplozee, intro-

ucticr cf a ngw_{;cduct, exgagszon into a new market, a
business, acgquisiticn, .a strike..., these and _cther
norsal kinds™ cf haégenlngs require attention to deter-
min€ wkether resent Ccntrdls should be reduced,
increased, or held constant. [BRef. ]

In geperal, therefcre, ccrrorate executives criticize
restricted views of contrcl on the grounds of limgited
managezxent applicaticr and usefulness; as a consegueance,
they bave defined ipternal control so broadly as tc ke syro-
pomous itk the «ccrcert cf npanagement control. Bautz
conterds that the term internal contrcl "has been used so
loosely and in so mary ways that it has largely 1lcst its
ability to suggest ary clear concept whatever"™ [Ref. 91].
To alleviate any potertial ccafusion, Mautz recommends that
indeperdent auditors and managers forego usiag the rhrase
"internal ccntrol” «hen <relatively precise language is
required, and refer imstead to "Maccounting ccotrcl" or
"panagement control”, respectively. The exteat to which the
€xpressicn "internal ccntrél" and 4its relationshifps have
teen defined and analyzed, will suffice for purpcses of
discrigiration, and will recuire no further reference.

An expanded definition cf management control reveals
its inberent interrelationship with intezrmal accounting
contrcl, and is a direct correlate to Anthony's relaticoskip
cf orperaticral conticl as a subset of management contrcl.
In essence, internal accounting control can be viewed as cne
of the 1=any diverse fczras of operaticnal ccatrcl.
Conversely, management control is found in these features:

Maracement contrcl integrates with other maragement
respcnsitilities ard with mapagement goals and furfoses.
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Manageuent con&;cl is_a krcad concegt including kcth
ositive goal  directed activites and error and irregu-
arity  réduction neasures. It subsumes interial

acccubting control.

uangggnent ccatrol is perscnnel oriented, , directed at

facilitatin their (emplcyees')  success in_ _attaining

corrany gcals withir ccmpany policy. [Ref. ]

Cne apprcach to understanding a contrcl system is to
analyze it in terms cf various interrelationships. MPautz
conceives of any control system as a set of relaticnshirs
tetween ard among (1) recple, (2) activites to be undertaken
Ly tle pecrle, (3) resources to which they have access, and
(4) zreprcrts of their activities and of the conditior c¢f the
Iesources as a result of their activities. Both accourting
contrcl and management contrcl involves this saze set of
relaticnshigs. Analysis of these four factcrs in relation
to the twc concepts serves to reveal similarities and
differences Letween mapagement and accounting contrcl.

(1) PReogrle: The duties of each employee sktculd ke
executed with the intention of goal achieverzent.
Compersaticn and incentive factors such as a reward systen
encourages econcmy ard efficiency in the performance cof
those duties. Contrcl is simultaneously required tc assure
that fperscnrel dc not engage in counterprodictive activities
either as a result of misunderstanding or for other reasons.
Thus, zapnagement ccntrol encoagasses both positive and
frotective characteristics.

(2) and (3) Agcess t¢ <resources ig performance of
guties: The achievement cf organizational goals reguires
IesouIce accessikility by apprcpriate personnel. The crga-
pizatico incurs a risk in utilizing resources to attair the
ocrgapizaticp's gcals. Management "controls™ this risk by
limiting tlte onumber of [ferscpnel who have access to
resources, by holding them accountable, and by prcviding
instructicoe on what can and cannot be done with the
rescurceés at their disgposal.
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(8) Qperating and resource utilization 1ercrts:
Managerent needs operating and resource utilizaticn irfcrma-
tion tc analyze variarces frcm plans and for decision zaking
FUrrcses. Financial information that reflects acticrs and
associated results is recorded and used to meet internal and
€xterpal reporting needs. To ensure the reliability cf the
accoupting cdata, management ccntrol calls for the seraration
cf certain duties ficm other incompatible duties to linit
direct c¢r indirect interest in nmisstatiny or concealing
facts akcut activities and resources.

These factoxs and interrelaticnships inherent in
managrent ccntrol are diagrarmmed in Figure A.14 [Ref. 93]).

The same analytical aprroach can e apglied for
acccurtirg contrcl ith some inmportant differences ir the
results. () Eeoples As f[freviously noted, "Acccunting
centrcel ccaprises tle plan of organization and the froce-
dures and records that are concerned with the safeguardisg
of assets and the 1reliability of financial recordS...."
{Ref. S&:, and therefore is interested cnly ip thcse
€mplcyees whose activites might have bearing on the irteg-
rity c¢f assets and financial statements. Likewise, the
concern of accounting ccntrcl relates oanly tc thcse
rerscrnel who participate in the conduct and recording of
transactions; conseguently, the emphasis runs to afpprcrriate
authorizaticn ard recording c¢f transactions, nct tc all
cuties urdertaken.

(¢) and (3) Access t¢ <resources in performance of
guties: Accounting ccntrol, tased on AICPA definition, is
pot directly interested in resource utilization fcr rrofit
Furpcses. EFather, its major ipterest in resources is "asset
safeguardipng”.

‘) Qperating angd resource utilization zIepcris:
Accourting contrcl ir puklicly beld corporations exclusively
takes respcnsibility for the reliability and accuracy of
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accourting fata used for external reporting tc sharekcldéers,
creditcrs, and cthers. In a privately owned corpcraticn,
the external reporting reguirement is precludeé and the
! accounting cata would ke used for internal decisicr pakirg,
E cperaticral control, and evaluations.
E The narrower ccncept of accounting control is sigi-
i larly diag-ammed ‘- rigure A.15 [Ref. 95]. A compariscn of
the two diagrams facilitates a more refined understarding cf
these asscciated concerts. The nmore important differences
g, tetveen zanagement ccrtrol and accounting ccntrol are suszza-
I rized in Figure A.16 [Bef. 96].

E. IEE CCRCEPT OF INIERNAL ADAIBISIRATIVE CONTIROL

- Evcx ccn;any ¢r otler oig apization engaged ip busines
cl

) i has tso con environments, an outside
c envi ipnon - The outside envircogpent

ccn 1sta ic's ex ectat ons c¢f aprrorriate

bu: ness tehavxor n ang ible factors which are

lar clg ke ond the cxg zat 3 s con ro AltLough we

rec 2¢ 1its importaice, o not xnc ude the oufside

envifcraent as art of a ccngany's system of interral

' fggixc 7§ecause t is pot  within the Coagany's ccntrcl.

Frca the outset, because internal adminstrative ccntrol
-, carries tte modifier "internal", it can be inferred that
' administrative ccntrcl falls within the sccpe of the inside
crganizaticnal ccntrcl environment. Further differertiaticn
c¢f the admiristrative contrecl concept requires an expapsion
cf Daltcn and Hcpwocd's definition and its relaticrship to
rrevicusly defined ccrtrcl ccrcegpts.

Laltcn®s definiticn of organizational or administrative
contrcls as those relating tc very formal, structured dimen-
sions, implies that every cther coancept which includes the
€lemert of structure in its definition will consequently
enccrpass the administrative ccantrol dizension. A review of
the previcus suksections, ccnfirms that the planning (to
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include strategic plampning), management control, ané cpera- ;??.g
tional «ccntrol systezs all ccnsist of a structure ard a i
Frocess; ard therefcre, incorrorate the element of adxinis- :DL;

trative ccntrol. Ey asscciating the respective ccntrol
systeg with the level in which each is generally activated,
it is possitle tc conclude that administrative control cuts
across all levels of the crganization from the =strategic

apex, tircugh the middle line and the related analytic amnd
Support grcups, to tle operatirg core.
Irternal administrative coordination and «ccntxcl is

A

1

b derived directly frca the use cof Mintzberg's elements for
structure and design: the five coordinating mechanisrs, the
conmgpcnent parts and their functicns, the systems <c¢f flcus
and their interrelationshifps, and the design paranmeters.

Not all cf these elenxents, however, pertain tc administative
cocntrel. Lalton specifically states that only those very

Yy

formal dinmensions are relevant to the ccncept. Informality,

Chthe i 2me amm g o

ty its rapdcez and unpredictable nature, denies structure and
is impossitle to desicn. The formal structure, however, can
te desicpned to facilitate these informal interactions. lhe
formal elements which contribute to the administrative
contrcl frccess are standardization; the divisicr cf lakor
into crgamizatioral ccmponents tc delineate the formal hier- _
archy and the flow cf authority; the regulated flow systems fFffH
of wcrk, ccntrol infcrmation and decisions, and staff infor- o

maticr; apd the design parameters of job specializaticn,_ )
tehavicr fcrmalizaticr, traiping and indcctrination, unit [:_
groupirg and unit size, planning and coantrol systems, fcraal : ;f
liaiscn devices, and vertical and horizontal decentraliza- :7}§&
tion for decisior-making. s

Tead's definition cf administration suggests that there l: j,
is &mcre to the «ccncept than the elements of fcrmalized ]
structure.
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joistration is the process and agency (administrative
%%%igizﬁg'ﬁf'gtructu:ef which is greséoésible for the
deterrination of tle aims for which an organizaticn anc
its _papagenent are to strive which establiskes the
brcad pclicies under which they are to operate, ana
which Gives general oversight to the centinuing e€effec-
tivene&s cf the tctal operdtion in reaching thé&é ckiec-
tives scught. [BRef. 98]

This definition cf administration supports applicabiiity to
the tctal crganizaticn, and frovides additional imnsights
into the existence of a process - a process which deterrines
aims and establishes broad r[rolicies priecr to maragement
creraticrs and goal achievenment. if admipistration
conprises tle elements of a structure and a process, it can
thereky e logically deduced that an administrative ccantrol

systez will also consist of a structure and a process. This
Fresuzpticn is ccnsistent with the contention that a struc- e
ture and a process are inherent to management andé cpera-
tional ccntrol systezs; therefore, these same elements nist
likewise naie up an administrative control systen. RN

Fortker analysis c¢f the ccrcepts of aims, policies, and .

cversigkt will yield a Letter understanding of the adminis-
trative ccotrol frocess. ;j{;

The devisin% ¢f tie purroses of _acticn provides the
‘what-ccntent' of dire¢ctict....individuals_ confprising
g;cu s, tike_grcups ccmprising complexes, and the sukcr-
ipate ccrplexes ccmgrxsxpg suprerior complexes nmust in
each case Bave _an enterprise gurpose, €nd, or ckjec-
tiv€é.... The devising O0f metnhods or procedures tC ke
follcwed in achieving purtoses provides the ‘'Low-,?
'when~-,' and ('where-cocitert? of direction.... the krcad
and general decisicrs are made by managers at the tcg of
the tierarchy, and these decisions afe made ever Icre
specific Ly T successive sukordinates down througk that
nlerarggg. D1§ect1ve decisicns... serve as a Lasis for
the guidance action. Ihe vast majority of directive
decisicns are made to gquide subordinates in acticns
which are repeated fregquefitly.... nanagers_ have devel-
oped pumerous deviges “or tccls to be wuSed in grovzdlng

9uicqnge for repetitive acticn.... .referred tc 3as ...
policies?, ‘procedures?t, fpractices?, *methods?,
‘tules', . ‘'regulaticns', ‘routines?', = ‘'schedules‘, :
*ipstryctjons', tspecificationst, ‘'desigmns', £ e€tcC... e
These devices are... used hg managers as criteria of O
acticn, since each of the implies a standard of A
perfcrzance to be attained. [Ref. 99) -
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These devices fcr repetitive action are summarized ir all
forms <c¢f standardization, <fcrmalization, and training.
Standardization achieves coordination and control before the

g Aa

work is undertaken by desigpning the work processes, cutiuts,
and icputs to meet [redetermined desired standards. The
fact that all the flcws identified in the formal regulated
systex describe the tse of standardization, serves tc enpha-
size tte impcrtamce of this particular Frccess.
Formalizaticn is acccrrlished bty attaching behavior specifi-
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caticns to the task, to the work, or by institutircg rules
which sprecify the wbat-, who-, how-, when-, and where-
contert for all situations. Both training and indg¢ctripa-
tion rerresent the irternalization of fredetermined desired
cr stapdardized patterns of kekavior.

Tkte <capability fcr total organizaticnal oversight is
frovided in part by tle desigp cf information conduits that
frovide feedback for evaluaticn of organizational frogress
and decisior-making. Adninistrative control is therefcre
implicit in the develcpment cf the organization's MIS. As a
subset of the MIS, planning and control systems Jjcintly
frovide direct regulaticn of outputs and indirect regulation
c¢f bebavicr. The tyre that is most closely associated with
administrative ccntrcl because of its futuristic orientation
and standardized bebavior is Mintzbery's "action planning"
cr the crne Newman refers to as "steering control". Action
Flanning determines in advance what specific decisicrs or
acticns are required; sisilarly, steering coantrcls are
forward-lccking and attempt to adjust the process tefcre the
fact. This kind of rlanning and control system facilitates
cversight Ly reducing the turden for duplicaticr in
decisicn-raking, by its preventative nature, and by
Froviding an integrated system of informaticr for maragement
contrcl to affect ccrtinuous and postaction nmonitcring of
Ferfcrrance results.
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It is possible tc deduce that the degree to which stan-
cardizaticn and formalizaticn frocesses are used and ccnsid-
ered ippcrtant within a component part of the organizaticnm,
is directly propcrticrate tc the degree that adninistrative

contrcl exists at that specific level. Work at the stra-

T T -
“.'..-'

tegic arex is generally characterized by a &wmipimum of
repetiticn and standardization, and considerable discreticn;
therefore, the strategic apex requires little administrative
contrcl. This is ccpnsistert with minimum constrairt cnp the
strategic fcrmulation frocess; the small size of the wcrk
group; tte abstract analysis of ncan-recurring, ili-

structured rroblems; and tte principle focus on infcrmation
feedlack ccrstructs tc¢ rermit reassessment and modification
cf strategies and operational tactics.

The use of standardizaticn and formalization prccesses
increase with the shift of orientation to middle maragerzent
and with dJdescent of the cbhain cf authority. Jolks keccme
more detailed and elakorated, less abstract and aggregated,
and mcre focused on the work flow and operations, theretky
requiring ocre standardizaticn and formalization fcr cocrdi-
raticn and control. Consequently, it is possikle ¢to
theorize tltat there is an ever increasing intenrnsity of
administrative ccntrcl as cne descends the orgapizaticral
bierazrchy.

Since it is the cperating core which actually executes
the lasic wcrk apnd which the cther parts of the orgarization
seek tc [frctect, standardization is generally «carried cut
furthest here. Specializaticn, behavior, work, rules
formalizaticn, and training are processes also ccnsiéered
critical fcr coordination and control cf the transfcrmation
cf dpputs into outputs. Administrative ccentrol is mcst
important and extensive in the oferating core.

Tte various analysts of the technostructure are€ in
zeélity the "designers of admipistrative control". These

6S




analysts dc not participate directly in the operating werk

flow tut instead design, standardize, plan, or train the ;
rerscnnel vwho actually do the swork. Depending on the admin- pore
istrative ccntrol regquirement, these analysts' skills may ke
utilized at every 1level of tlke hierarchy. Evidence of
administrative contrcl in the technostructure itself is

limited due to the professicnal and task- or functicn- S
specificity of the ucrk. The incidence of administrative
contrcl, then, relates to the standardization of the

analysts' skills, lut remains disjointed Lecause cf the
organizaticr's regquirement for a wide diversity of technical

€xpertise. The sare conclusion can be drawn in terms of ;f;
the specialized suppcrt units which exist to provide indi- iﬁgj
Iect suirort to the kasic missicns of the organizaticn. Efﬁf

Interaction ltetweer line zanagement and the analysts of :ij

the techrcstructtre is essential to the development c¢f an
effective administrative controcl systen.

The svrrrising thirg is that_ those men in comfpanies ané
universities Who have devcted their primary attenticn to e
the rebavicral apd motivaticnal aspects of maragement .
have had so little tc say akout the design and addinis- g
traticn c¢f_ control and management inforbation systerms. .
Because¢_  of the pervasiveness of these systeas, the :
ccantrcller and thbe management information  systems

designer must cften make the very decisions  whickh have O
the Greatest imract cn mctivationh and bebhavior. This

CCoBeE as no surprise to. those who understand the npature amerey
and function, cI ccrtrol systems well; Robert Antheny e

makes tke point that; *The cCentral fupction cf a rapace=

mert ccntrol systez 1s motivation: the system should ke

designed in suCh a way that it assists and guides cper- SR
ating managemeprt tc make decisions__and to act in ways s
that are consistent with the coverall objectives cf the PSS
orgapizaticn.' [Ref. 100

Lespite creater emplkasis or ranagement involvement ir the

design acd developmert of pmapagement information systess, ﬁﬁﬁ
deficiencies continue to remain in today's enviroament. i~;-
. ':::

Mapny gmanagers in btsiness cceplain that the grcmises of e
an ipfcrration system are rarely achieved. WO reascns e
contriltute to this cre thllt; gap: sSystems analysts <
ofter frcaise more than they can froduce, and managers, AR
70 <
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in igncrance of infcrmaticn systems, often expect toc
muck. T1ke ccamputer is not, a magic machine that will
grcduce irstant results. Misccnceptions on the ga:t of

usiness managers and the ¢verenthusiasm o Systens
analysts reiniorce cne another with the result” that
manacers feel 1let down, This can ke avoideé t¢ scie
extent if panagempert understands and participates in all
the activitieZ in_the development o©of the infcrrzatict
systex. [Ref. 1013

In oxder tc ensure tkat the administrative contrecl systen

suits management ccntrol needs and contributes tc the acccm-
l Elishzent cf organizational oljectives, line managemrent must
3 kave an input and clcse interface with the specialists who

' design tle systen.

This <close relationshig Letween adpipistrative and
zanagerert cantrol irdicates the need for additiornal refired
analysis to differentiate mcre precisely between administra-

tive ccntrcl and tte concepts of management ccntrel and L

.l‘j'.*f'

operaticnal control, Froas Anthony's [perspective, it is
clear tlat the starting pcint for constructicn cf the
cverall system should ke management control because it deals

T Tt

with the ongoing cperation of the wvhole enterprise.
Although tke Bpanagezent ccntrcl system 4is the 1lcgical
starting rcint, its relaticnship to all the other systexns
must le reccgnized. '~ The adsipistrative control system as a
subset of zapagement control nust be designed tc take irto

A2 [aan e an sl e oo

account the needs <¢f the strategic plasnners, the 1line

N

managers, and the individual crerators. it can be clearly
seen that the adnmiristrative control system is clcsely

intertsined with eachk coantrecl concept and serves as the
formal framework or ¢lue to integrate the orgarizaticn.

Despite its inseparable rature and relevance to the
whole crganizaticn, it is fpossitle for the purpose cf theo-
retical aralysis to alstract administrative control asiects
from its ccunterparts. Adninistrative ccntrol regpresents
the design c¢f formalized structure, and predetermined
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acticns and behavior shose tenets tend to be more stakle in

pature. This is not to infer that there is no charnge, it
gerely suggests that evaluation and change are nct as
dynazi¢ and continccus as that evidenced in maragement
contrcl. Change in administrative control occurs bcth or a
rythaic cycle as a result ¢f regular planning, and cn an
irregular c¢ycle as ‘a new or modified approach is deezed
necessary. Iniformaticn collected from the system focuses on
toth mcrey and things, but frcm the orientation cf ccrpli-
ance tc rredetermined standards aimed at economy and effi-
ciency, rather than that of financial or cverall
rerforraxcce. Administrative control is strictly fcrmal and
draws frcm ccmmoun expectaticns of how rfeople react in given
situatices, but stors short cf actual operation and execu-
tion. Several disciplines are relied on in the desigr acnd
ipplesertation of ar adaministrative control system and the
technical skill requirements are tailored to the rature of
the wcrk. Adnmipistrative ccntrol involves some judgment as
to what and how to standardize, but it also relies cn anal-
ysis ¢f historical éata by technical sprecialists tc ensure
the =systen is rot cply feasikle, but alsc desigred for
econciy and efficiency. Mapagement contrel, on the ctter
hand, 4is kcth fcrmal and informal, deals directly ir Luman
interacticns, relies on an understanding of sccial
Fsychclogy in motivating people to achieve desired results,
and relates to currert oferaticns. Management contrcl ternds
to ke cenerally "jes-no" and [fostactive in npature and
depends a great deal cn sukbjective judgment and a knowledge
cf rpecile. Figure A.17 summarizes distinctions letween
managezert and administrative ccntrol systenms.

Jtst as operaticnal contrcl is a subset of management
contrcl, sc is it a sukset of administrative control. The
two ccncepts are distinguished by the strict reliance of
cperaticnal control c¢n mathematical acdels for &mcritcring
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the cutprut cf specific tasks, as compared to the ermfphasis of
admipistrative ccntrcl on beth quantifiable and nonguvantifi-
able asfpects; derendence on disciplines cther tkar matte-
gatics in the jrocesses of structural desic¢n, !”fn
standardization, and formalization; 4its afpplicakility to ‘
whole crganizaticnal units, sultunits, functicms, or tasks;
and its measurement in terss cf compliance and ecoromy and

efficiency. Operaticnal ccntrol is so highly autcrated as
to te ccumputerized; the results of administrative ccntrol
are 1nct as highly assured Fecause of the limitaticrs of S
judgment ir the design and structure F[Frocess, in the R

rresunxpticn of expected human actions in givern situatiors,
{ and in tle interjiretation of the specified actions ard stan-
dards pricr to execution. A summary of characteristics ‘
which distirquish operational and administrative ccntrcl is R
frovided in Figure A.18. i

Adgiristrative ccrtrol can ke defined, therefore, as the

N TV

process cf desicning the aprropriate structure and speci-

fying [fpredetermined .decisiors or actions through which
management assures tkat the organization carries cut its
goals and ckjectives efficiently and effectively.

F. SUNM2EY

A lack c¢f clear, current, and comprehensive infcrmation
cn the scbject of internal ccotrol necessitates reliance on
the tasic definition ¢f contrcl -- comfparing reality with a e
stanpdard -- and o2 ap understanding of its close relaticn- )
ship tc planning, as fcints of departure fcr further ccmpar-
ative analysis ard development of related control ccncefts.
The study c¢f this lasic definition in an organizational
context jields three underlying interdependent dimensions:
crgarizaticpal =structure and design, human interactive
tehavior, and a contiruum of fcrmality. Additional analysis

-)
o

.-t .
o CHPCIAST ISP ST ST Y
ot et e = e DL -




identifies the characteristic of time as yet acctlrer ;ﬁ,ﬁ
descrirtcr cf control systems. Combinations of these cdipen- ;'f
sions ir varying 1levels c¢f dimportance and pervasiveness R,
serve tc distinguish the brcad concept of managemert ccrtrol
from its sulsets of administrative and operational ccantrol.
In tte final analysis, panagement ccntrol is tcth a

continucus and retrosrective process which integrates struc-
ture, =@mcney, things and people in the efificient and efiec-
tive acccuoplishment cf organizational strategies ardé ¢cals.
Cperaticral control tracks things and performance and is
restricted to specific prcgrammed activities capatle of
mathegatic solution ty a set of logical rules to assure
individual transacticns are executed efficiently and effec-
tively. Administrative ccatrol evolves as the «critical
integrating "glue" of the organization that assists manace-
ment ip its role -- it is the formal design of the organiza-
ticn's strictural framework and the predeterminaticn of
standardized decisiors and actions which render crganiza-
tional identity and purpose and assure economy and effi-
ciency ir cierations.

The success of tike organization hinges on the adminis~-
trative ccrtrol elegents <¢f crganizational structure and
desigr in integrating coordination, communicaticr, and
contrcl. lhe effectivemess of this integratior fprccess is
directly related to the juality of interactions amcn¢ the
designers, nanagers, and employees, and the extent to which
sanagemert understands and participates in its develcpment.
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A. IKIBCLUCIIGHN

Icherent to the establishment of control systems is the
develcreent of contrcl criteria or guidelines that eratle
ganagers tc assure tlie accuracy and reliability cf their
interpal information and to determine how effectively and
efficiently an activity is discharging its responsikilities.
These criteria therefcre must le management oriented, appli-
cable tg a wide range of organizational types and sizes, and
useful tc ccntrol system evaluation. The criteria refpresent

a set of guidelines descriptive of satisfactory and attai-
nable rractice, and fermit ccmparison with current cferating
frocedures for subsecuent evaldation and identificatica of
areas reguiring imgrcved contzcl.

E. CCNIFCL CRITERI12 DEVELCEPMENT AND APPLICATICN BY
CCHECNENT

Irternal ccntrol criteria could conceivakly ke tased on
ccntrcl practices and rrocedures, on objectives, c¢r ci the
compcnents and e€lemepts of ccntrol systenms. Mautz adofpts
the latter approach ard contends:

Any ccu;lete_sgiteg of internal contrcl, whether ranage-
mnebt, (adsinistrative), or accounting, is comfprised’of
four essential and interrelated compoaents:

(1) tie internal ccntrol environment,

(2) ipternal contrcl risk analysis,

(3) dinternal coatrcl rractices (technigues),

{(4) irternal contrcl monitoringe.

Effective inplementation cf the comionents and ccnstit-
uept elements cf a system of internal control defperds oc

7%
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careful analysis of a variety of characteristics ¢f the
specific organxzat;qn and of the conditions in which it
ogerates. eccgniticn that internal control systeaxs cag
be apalyzed in “"terans of their essential components and
the ccnstituent elements of those components prcvides a
concertual and a ractical_  basis _for establisting
criteria for the evaluation cf internal control szstegs.
These criteria may Le aprlied to systems of acccuntin

contrcl, (administrative  control), or to systeaxs o

managesent ccntrol. [Ref. 102]

Follcwing this lcgic, these four components will ke analyzed
and trcken down intc elements to provide a basis <for the
develcrment of relateéd internal control criteria.

Tke ircternal ccntrol envircnmeat is created by the crga-
nizaticn's personnel, and in particular bty the leadershifp at
the highest level. Mautz's research supported the ccrten-
tion that:

The ccntrcl ernvircrment was what it was because the
chief executive officer either took a keen interest in
it cr set such an example that no one wanted to question
the ccapany's standards...{and in ° sScme
instances...cchtrollers comnsider it 0 _be their duyty
continually to remind other menbers cf the organizatich
of swbat is"expected of them. [Ref. 103]

Ttere is another asgect of the coantrol emvironment which
reccgrizes that people are responsive not only to rositive
stimuli kut to negative ones as well. "If the actual activ-
ities c¢f tke leaders in the organization contradict tkeir
statements, the attitude and activities of others inp the
crgapizaticn will e affected adversely" [Bef. 104].
Consecuertly, aprropriate positive action, of and by itself,
is insufficient to guarantee a desirable intermal ccatrol
envircoment; the absence of any negative actions that tend
to cverride or discredit the [rositive efforts is ccmsidered
to be of equal ixportance. In sum, the elements of a satis-
factcry ccntrol envitcnment include:

ositive, recurrirg actiin a% the approsriate executive
€vels {3 lmgress on a cfficers” "and employees the
natcre an idportance of ccntrol, and... avoids any
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emphasis from witbhin the c¢rganization that tends tc
override ccntrcl ameasures or ~that negates estalklished
pclicy on control. [Ref. 105]

Tbe essence cf tlese elements is derived from the igpcr-
tance ¢f ccmmunicaticn. Managers must directly cr indi-
rectly ccnvey their control expectations and feelings to
€ensure that all memkers have a common understandimg cf crga-
nizaticpal purposes ard rolicies, and to emphasize standards
cf hcpesty and integrity din utilizing and preserving the
organizatior's resotrces. Several vehicles ccarunicate
managerent's exrectations ¢n control: a formal code of
conduct, training prcqram eaxphasis, open letters toc the wcrk
force, distribution cf publisked commeats by top maragermert,
reports of action  taken in response tc transgressions,
ccmnpentary ¢n other crganizaticn's experiences - all serve
to carry the desired message tc the members of the organiza-
tion [Bef. 106]. Ccxnunicaticn must be a two-way frccess,
bowever, in order tc assess sukordinate wunderstandirg and
comnitzert. Occasicpal guestionnaires or personal irter-
views, a suggestion kcx, orxr guestion and answer sessicrs in
trairing prcgrams pernmit esplcyees to regort their vieus,
cbservaticns, and urderstanding of the organizaticn's goals
and pclicies, and allcw managenment to rectify any misccrncep-
tions as well as to gauge the cgeneral intermal ccntrcl envi-
ronment attitude. Appendix C provides an example cf a
general ccntrol envircnment analysis questionnaire develocped
and isplemerted by tke Navy Finance Center at the end cf
1983.

The freguency for reinfcrcing these coantrol expectaticas
and stancards depends on the nature of the work fcrce and
the pature c¢f the activities [erformed by the organizatica.
The higher the rate cf turnover, the greater the need for
reminders. A different response is required wken wcrk
cpporttnities are 1ligited, the population is stable, and
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Feople krouw each other well than when the organizaticn hires
from a large metropclitan area and the people view emplcy-
ment with a specific organization as one possibility amecng
zany. Ancther influence rests with the sensitivity cf
activities ferformed ard the extent to which the ezgrlcyeces
are sukject to temptation.

Tte internal control envircoment is influenced ky ccandi-
tions, fpecrle, morale, ethical standards, and perscnal atti-
tudes which change over time and therefore warrant fperiodic
assessrert to determine the extent and nature of that effect
cn tke environrzent. To mcnitor and respond tc these
changes, Mautz recozzends the designation of an individual
from tcr maragement as respcnsible agent for mainterance of
a satisfactcry ccntrcl environment on a prograamed tasis.

The seccnd ccaronent is the process of risk avalysis to
identify and evaluate the intermal control risks faced by
the orgarization.

Internal contr¢l risks are influenced by the npature of
the ... activity, b the %Eallty of the 1lalkcr
narkets..., Lty tie nature_ _of Cees organizaticpal
struocture, by tle contrcllarle and nonControcllarle
interpnal contiol _environnments, an Yy a variety of
circumstances and_ events Lteyond the <Coantrol «ci” the
(orgenization). [Eef. 107]

In adéiticr to consideraticn c¢f the organization's circua-
stances, risk apalysis must alsc recogmize both the need to
€ncourage nembers to pursue okjectives within the sccpe of
crgapizaticral [policies, and the possibilities for the
cccurrence cf errors and irregularitites. This apalysis of
the orgarization can te performed omn a fosition by pcsiticn,
cr ¢r a functicm Lty fumcticn basis. Mautz reccomends
consideraticn of both because "the position by [fcsition
review is belpful ip identifying those positions that are
most sensitive tc¢ errcr and irregularity and therefcre mcst
in need cf attention (and) the functional approach relates

78




...... BT AR AL N Rk A A Sl B *0h S A" L e el e

more readily to acccuplishing the purposes of the ccrpany"
[Ref. 1CE].

The position and functicnal analysis of the orgapizaticn
¥ill yield a lengthy list cf risks which must be evaluated
cn three dizensicns: <..

¥
P>
=
>
P:'».

(1% reccgnition, identification, and_analysis cf the
effect cf “strains glaced or human fallibility Lky_ the
characteristics _of the industry, the company,  and its
perscnrel, all frox the standrdint of attaining (crgapi-
zaticral) goals;

{2) assessment of ths grctatlg impact on the cogpany if
reccgnized risk shcul e realized; and

(3% consideratior of the extent to which <risk _can be
reduced ty appropriate contrcl measures. [BRef. 10§]

Each ¢t tle risks cannot and should not be granted equal
attexticr. Even if crly relative measures are availakle for
€evaluaticn, each risk should ke gauged on the basis of its
impact cn the organization, its probability of occurrence,
and its susceptilility to ccntrcl. Unless cost or ncnaffec-
tibility Lty control freempts corrective action, some fcrm of
restraint should be iritiated cn a priority tasis fcr thcse
risks rarked high in terms c¢f probability and critical crga-
rizaticnal impact.

Ccst-kepefit analysis is a general tera which apfplies to
all techrigues used tc examine alternatives and select the
cne tkat yields the greatest return for a given outlay. 1The
authcrs ¢f the Price %aterhouse Guide to Accountipng Ccntrcls
[resert a systematic, but nontechnical approach to the use
cf ccst-tepefit analysis in determining redundancy, c¢r the
need for ipitiation cf conticls to eliminate cr reduce weak-
Less. In brief, the approcach <consists of the fcllcwing

steps:

o N
(1) Meke a prelimirary assessment of the exposure S
ia Estimate scrst case exposuge . . N
L) Use structured techpiques for estimation o
“° .‘«1
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{2) . _Accumulate data and guantify the readily
quartifialle elemerts

(3) Estallish a rarge of exfposure

{(4) ©HNarxrcw the rarce L. . .
exrc {(8) Use pultifle opinicns to establish most likely
XpCsSule

F I) Bank intarcgikle elements .
8 Assigr_molé€tary values to_intangibles
Accuiliulate additional evidence, "if needed
(5) Make a post-aralysis challenge of the decisior

(6) Cccument the decision reached [Ref. 110]

This afpjrcach is [practical and makes efficient wuse of
linited rescurces in several ways: it focuses the availalle
time ¢n significant jroblems by seeking solutions first for
the greatest kncwn exposures; it uses easy methcds and
subsequently brings in technical approaches (mathematical
zodeling, <dcecision theory) -if a solution is elusive; it
allows tkat decisiors can often be made without detailed
consideraticn of dintangible, gqualitative factors Ly first
assigping zcnetary values to the guantifiable factcrs and
reserving the others for later amalysis; and it ccosiders
the ccst c¢f the time devoted tc the analysis [Ref. 111].

Ike tbhird ccmporent is the selection of afpprozriate
interral ccntrol prccedures <¢r technigues to counter the
contrcl «risks identified in the previous rhase. It is
telpful tc 1egard these contrcl technigues as prudent prac-
tices ccnsciously irrlemented to achieve desired results and
avoid vrdesirable effects. Therefore, Yany practice or
device that can be used as an incentive to =mctivate
rerscrpel pcsitively, as a deterrent to prevent or reduce
the rrckability of ccunterproductive actioms, as a [Lecau~
tion tc avcid or reduce the existence of risk, or as a geans
to effect timely discovery of undesirable acts of e¢itler
cmissicn c¢r coamissicn, may be included as an interanal
contrcl prccedure" [Fef. 112]. The seven internal ccrtiol
technigues jpublished in the Jgyrpal of Accoumtancy in 1955
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Flus an eighth technicue added by Mautz [Ref. 113], singly
cr in ccaktination, sujport classification in teras c¢f ircen-

tives, deterrents, aré precautions:

¢1) Crganization (5) Training fgﬂ
{2) Eeview {(6) Protective Devices g
(3) Eeporting (7) Clerical Proof Levices

(4) kecords ' {8) Rewards

- Tkese eight ccrtrcl technigques will be exazined in
§ greater detail in a subseguent subsection. It bears sumra-
rizing, hcvever, tkat twe elements in the process oif a
satisfactory matchirng of internal control procedures or

[

techniques with identifiable internmal control risks emerge:
the selecticn of ccntrcl prc.edures to counter those risks

susceptikle to avoidarce, reduction, and/or discovery, on a
timely ard cost-effective lLasis; and the chcice <¢f cue or -
gore frrccedures afpfpicrriate to each <controllable «risk
Lecavse rrocedures addressing no identifiable risk represent
inefficiency and waste [Ref. 114].

The fourth ard final system coamponent is that cf coni-
toring ccrtrol procedures. 1IThe purpose of monitoring is not
cnly to assure satisfactory application of procedures Ly
Iespcrsikle memkers tut alsc to periodically review the
adeguacy and suitability of these internal contrcl proce-
dures. 7o Le effective and reliable, the monitoring frccess

zust ke ferformed by an individual who is technically ccrnfe-
tent, urnktiased, and fositive towards the role and respcnsi- 23;
kility, and vho carn exercise remedial action if deeged —
apprcrriate. Just as the ccnceprt of independence is crit- Sk
ical tc tke auditor, the monitcr must be independert kcth of

the perscn executing the contxcl procedure and of the ferson -
¢r perscns to whom the internal control technique afpplies. -
Lue tc the degree of varying circumstances, conditiors, and »
intarngitles present in so many diverse aspects of internal
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contrcl, management's subjective judgment ard commca sense
have Leccme primary catalysts to the success of any ccrtrol
detersinaticn [Bef. 115].

Ir pany organizaticns, ar interpal audit functico is
estaklisted to moritor the internal <control systeas.
However, the existencé cr non-existence of an internal audit
departrent does not necessarily represent the externt or

effectiveness of the monitoring activity. Participation
does nct have tc be restricted solely to that department.
It is {easible to assume that monitoring can alsc ke
perfcraed ty the contrcllers staff, by review ccumittees, by
statistical compariscr of similar activities and units, or
kj regulatcry and sufervisory agencies. Mautz contends that
"internal auditing is a very effective source of mcpitcring
in many inpstances (fut) it can be supplemented cr even
replaced by other practices and procedures® [Ref. 116].

Tke implementaticr of internal control procedures ir a
given set «¢f circumstances must consider an organization's
goals, frclicies, and the isplications of conditiors in the
€éxternal environment. Application of these ccntrcl criteria
is acccerlished effectively and economicaily through the
analysis of the essential elemeants of each of four ccngo-
nents in any internal contrcl system. 1This process imvclves
a great degree of Ztdgment and the analysis of rurercus
variakles. The success of resultant control determinaticas
can cnly te judiciocrsly measured within the context cf the
organizaticr's specific situaticn and the competiticn for
limited rescurces.

C. CCHBIECI TECHBRIQUES

Any undertaking [fresumes a goal to be achieved, and
certain devices cr techniques for accomplishing this gcal.
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Just as success in attaining the goal depends on the knoul-

s edge, skill, and Zudgmeat wused in applying the related
tools, tike effectiveress of an internal control systerxr like-
wise reflects the skill with which control technigues are
used din tle ccnstriction and continuous update of the
sysien. Tlese techriques were rererred to in the previcus
secticn and a short explanaticn of each one will assist in
€xplaining their nattre and relevancy.

It bas already leen estaklished that organizaticr is
vital tc the success of the entity and is a most tasic aznd
important tcol in tle construction and design of a ccrntrol
systex. Without a scund structure, other tecianigues :uch as
review apd reportinc are without directicn and cannct be
implemented effectively. Tc achieve a satisiactory level of
interral ccrtrol, organization must provide clear levels and
lines c¢i authority, delegation of duties, and recogniticn of
fixed respcnsibilities.. A formalized organizaticn <chart
commuricates these direct lines of authority and resgcnsi=-
rility ard reflects tbe divisicn and speciaiization cf larkor
unigue tc a specific entity. When organization is viewed in
the ccntext of functicams, the sethod of flow charting serves
to outline the organizational body of controls. The flow
chart prccess identifies and structures coantrol points which
descrike a particular role «cr respomnsibility, prccedural
steps, andysor transaction flow. Appendix D illustrates a
flow chart diagram cf a simfple administrative functicn.

Anctler key internal contrcl concern in organizaticn is
the seraration of inccmfpatilile duties. There are srecitic
functicns within eachb organizaticn which, if perfcrmed ty a
single perscn, cculd encourage the possibility of errcrs and

- irregularities. As a general —rule, Mautz considers the
follcwing as inccmpatikle duties:

(1) Ferformance c¢f an act c¢r operationm and authcriza-
ticn ¢x recording cf that act cr operation.
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{2) Custcdianship cr access tg p:opeg

g and the keefping
of reccrds of that rroperty. [Ref. 1 5

5
The assigrazent o¢f dcties and the delineation of res;cnsi-
kility and authcrity dc not in and of themselves preclude
circumventicn of controls, untimely execution, or perforn-
ance cutside the sccre of the tasks; the provision cf review
¢r supervision is tlerefore iritiated to discover whether
the assignment is performed satisfactorily.

The technique of review may be activated before cr after
the executicn of an activity or transaction. The timing
serves different purjpcses: [fprereview is aiped at fpreverting
imprcier or unauthcrized transactions Lefore they take
Flace; fostreview frcvides a meaans cf uncovering upauthcr-
ized cr inproper actions after their execution and indi-
rectly influences their prevention by acting as a deterrent
[Ref. 11&]. Both tyfres of review can serve to suristantiate
cnitted duties. Regardless of the type of review, hcwever,
there are two requirenents applicable to both:

The first_ 1is that the review be sufficjently the¢rcugh
and ccaplete to disclose errors and irregularities.
This uneabs that thcse who rperform review funCticans nmust
kncw tite purpgse of the review, must perform it c¢cnsci-
entiocusly, and must be free from nay pressure that might
have a weakening effect on their review. This brirpgs us
to the second réguirement; the review must be indépen-
dent. Tkat is tte reviewer must (1) be free cf an
kind cf <contrcl c¢x other retaliatory " action fromr th
perscn reviewed, _ard (2 ke free oI any_ tias cr seli-
interest that might influence him to overlcok errcr or
irreqularities disccvered. Uniess these requiremernts
are _frcvided, review cannot be considered to Contritute
fully tc the interral contrcl. [Ref.

Accordirg to Mactz there are two classes of refcrts:
inforzaticn and respcrsibility. Information reports ccrtain
data akout the status cf the organizaticn's finances and the
results c¢f operations. Balance sheets, inccme statepments,
producticn statements, forecasts, and variance apalysis
teports are exanmples cf this class of report. The fpurpcse
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cf respcrsitility rejcrts is tc indicate the completicn of a
given acticn or duty amd the acceptance of responsikility
for its =satisfactory performance. The action may Le thae
review cf ar invcice, document, cr procedure, the frerara-
tion c¢f a reporter evaluaticm, or the executicn of an ofera-
tion; tlte indication usually takes the form of a signature,
initials, cr an inspection or audit report. It stanés to

reascn that if reporting reguirements for a particular task
€xist, ther failure tc repcrt the performance of that task
;f is an error that will ke brought to light and shculé reduce
h: future cccurrences.

"Feccrds are so fundamental that without them ccntrol
would ke iaprcssikle" [Ref. 1207 The technique c¢f recorzds

cf. data and information needed by the organizatican for
centrecl, ccordinmaticr, and evaluation. Records suppcrt

E& represents the ccllection, classification, and summarization

informaticn repcrts Lty permitting data verificaticr and
revies, ipdicate ctrstodial accountability and access to
assets, apd track <cesh and investment flous. All files,
éocuments, and memcranda are examples of records uhiEh
contrikute to the omaintenance of an effective ccntrol

systerx.

Exrlcyees must be educated on their duties and resgcnsi-
kilities, and the standards c¢f performance exprected by
zanaggent. This is achieved through training and indcctri-
raticr programs shictk:

(1) acguaint... each emplcyee with the responsikilities
of bis jcl... {tc include his specific duties,  how
they areé to be perfcrmed, and his reiations to supericrs
and sulordinates alike.

ézi,ex;lain... to each enrloyee the relationship ¢f bis
uties tc the over-all ... ckjectives and pclicies sc he
cggesge tke inpterrelationshif of his work with that of
o .

{3) g:eéare... €ach emg cge%,for advangement bcth tc¢

lmgzc € cfployee nc;alf a £ 1c1%ncy ang tQ protect...

?geins%21_ e untigzely 0SS o traine vorkers.
. 4
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In effect, wmembers cannot make up an organizaticn withcut

some kind cf training and cnly with sufficient trainirg¢ are

contrcl and coordinaticn possitle.
: Nuzerous protective devices have been develcped to
assist ir tke safeguarding cf assets: locking cash drawers
and files cabinets, secure storeroons, vaults, safes,
encryrted ccmbinaticr locks, the services of ranking, trust,
and seccrity ccmparies, controlled requisition systers,
security kadge systens. Protection against natural catas-
trophes such as fire, flooding, earthgjuakes, spoilage, and
detericraticn must also be considered. This can ke acccm-
Flished Lty sprinkling and alarp systems; insurance ccve€rage;
formal patural disaster procedures and emergency trairing;
regular, frequent defrosits of tangible assets; shutdcwn
devices; and alternate backup sites, egquipment, and dccumen-~
tatica. Additicnally, these devices inhibit unauthorized
transactions, theft, security breaches, and manipulaticn cf
¢ata ard assets for ulterior smotives. The safeguardirg of
assets tlrcugh the use of appropriate protective devices is
fundamental in any system of internal control.

Ttere are also a variety cf clerical devices desigred to
€ensure accuracy in the reccrds ty preventing unintentional
€Irors or 'y making the commission of irregularitites mcre
difficult. Many of these devices are mechanical: calcula-
tors, adding machines, memory typewriters, computers, cash
registers, and tookkeeping machines; others are ncrmechan~
ical, =such as the double-entry bookkeering system, OCE and
cther printed forms, fpreprinted "turnaround" documents, KNCR
documents that provide automatic copies, bocks of crigiral
entry requiring cross-footing, established documentation
frocedures, independent durlicate verification of calcula-
tions. Tbe list of availakle clerical devices is virtually
infinite 4in length. It is clear that this techpigue
contrikutes to the attainment cf good internal contrcl.
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In sugpport of tie emphasis on internal contrcl as a
Fositive, ccnstructive force in the achievement of crgariza-
tional clkjectives is the concept of revards. Rewards ccme
in mazy forrs: salary increases, commissions, bonuses, and
cther &mears of personal cozpensation; titles, status
increases, symbolic awards, and other types of reccgniticn;
Fromoticas, increased responsibility and authority, and
cther nethcds of conterring personal power [Ref. 122]. all
these factcrs bave strong nmctivational influences shich
serve tc kcth encourage desired action and curtail tihat
which is urdesirable.

It can be oktserved that these basic techniques which
rrovide the Lasis for effective internal control fprccedures
have a +side range c¢f applications and are bhighly interxre-
lated and interdependent in their actual izplementatica and
usefulness. Mautz summarizes these characteristics ir the
fcllcwing illustraticr:

Prcvision of adegquate review depends directly on apfpro-
riate organizaticr and the requirement c¢f’ respcrsi-
ility zejorts. Also, ~.a system of accounting réccrds

may ke prcvided, Lut unless a variety of clerical frcof

devices is employed to give scme assurance of accurac%,
the cata produced ky the reccrds are not likely tc Le
reliakle. Even gzc ective devices, such as storercoss,
safes and cash drawers _are¢ essential if the acccunting
recgras are ¢tc be _dependatle. If unauthcrized traps<
acticns are gossible records are _unlikely to ke reli-
akle, and fhe grea er the érgbabzllty of unauthcrézed
transacticns, he 1less réeliable will Le the data
prcvided Ly the reccrds. Accounting ¢cntrol withcut
physical contrcl may K be fpossikle, butf it 1is extremely
unlikely. It is "important to note that protective
devices, therefore, are inmrortant to the suprlying of
useful ipformatior as wuel as to safeguarding °the
assets. [Bef. 123

- L. CCHNIECL CRITERIA L[EVELOEMENT AND APPLICATION BY FUNCIION

The Frice Waterhctse (PK) afpfproach represents ap alter-
pative tc Mautz's derivaticn of <control criteria fronm
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contrcl systen cozronents. The PW model explicitly gfh
addresses the concept ¢f internal administrative ccntrcl in &;3
the develcpzent c¢f criteria kased on control objectives for ]
€ach crganizational function in a transaction systez. The ;5?

cverall PW apprcach eamphasizes five significant asrects:

undexrstarding the business, financial reporting considera- {S?
tions, internal accotrting ccotrcls, cost-kenefit analysis, %ha
and adpipistrative ccrotrols. These administrative ccntrcls ]
are differertiated Lty their influence on the establishment
cf an arrrcrriate ccrtrol environment, on the nature of
internal accounting ccntrol prccedures, and on the satisfac-
tion cf irnternal acccunting ccntrol objectives [Ref. 124].

The ckvicus emphasis c¢r accounting control is attrikuted to
the fact that Price Waterhouse is in the business of
providing auditing ard accounting services. Nonetheless, it
recogrizes a brcader definiticn of internal contrcl and
advances the notion that any ccatrol that kears ufpon the
reliakility of financial statements, regardless of its clias-
sificaticn as an acccunting or admigpistrative control, is
important tc the effective inmplementation and evaluaticn cf
the ccntrcl system as a whole. In this model, administra-
tive ccntrcls are described as those “which surrcund all
tusiness activities (through which) mapagement seeks to
discbarge (its) respcnsibility ... by establishing specific
administrative conticls designed with that activity in
xind." [Ref. 125]

In this model, administrative controls are grouped irnto
the fcllcwirg categories:

g ziat on controls -, controls achieved ﬁ the
manne: W (ar organizaticn) assigns responsikility
apd assigns authority.

2) Cperatj conticls ntrol achijev
én%e gc pciggies a:g procegnres w1thi

e

t
é { nfcrma ;on tem ¢¢ntrols - ¢
h cu Lovl ggormatlon to approp
nanag zelbt. [Be

d through adher- N
he orgahizatice. v
c
r

ptrol _achieve RN
late levels o
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It is aprarent that this categorization directly ccrrelates
with apd reinforces tie elements of the internal adrinistra-
tive ccntzcl definiticn develored in the previous chapter.
Tte first categcry of organization controls focuses on
the ccntrcl technigues of organization structure and delega-
tion cf authority and have as their objectives encouraging
adherence to corpcrate policies and Erocedures, and
groviding fcr an orderly authorization process. The crgari-
2aticnal structure [rovides guidance relative tc regcrting
relaticnshirs, and functional responsibilities and licita-
tions c¢f authority of key individuals. Effective ccrmumnica-
tion c¢f these assigrients and limitations, in additicn to
consideration fcr tke competency of individuals and the
rotential fcr coverride of authority are all keys tc well
contrclled crerations. Both structural design ard the dele-~
gatior and flow cf avthority within this framework estaklish
the parameters fcr tie decision making process. The authcrs
cf the Ihe Guide to Accounting Controls view the fcllcwing

as characteristics cf effective crganizaticn controls if:

(1)10rganizaticn structure supports management's overall
goals.

2 ragsevork fcr delegation and 1limitatio £
é“ih°:£ty §s%we11"Gesined s ’ ationm, ©

£3), Functional assignmpent of responsibilities is
cgical.

(4) Assigrment of responsibilities is clear. ,
(giitigthcrity is delegated ccmmensurate with responsi-

S,

6 Adeguate and ccrpetent su
év%ilallg ugth gp;chr}atg c?ggé

rvision and staffing is
v in ca-
tior amcng functiors.  [Ref.

ation and commun

Creratirg control techniques are regarded as [fclicies
and procedures of am organization which provide the fragme-
sork sithir whictk otler activites are planned, executed, and
contrclled. The operating ccntrol system represents a keans
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cf ccaruricating gcals, objectives, and acccuntability for

N applicaticn in the [flanning and evaluation process, and

belps tc ensure that transactions are preapproved aad within
S delegateé authorizaticn limits. Desirable characteristics
5 cf operating ccatrols are:

{1) Suvited tc_thé organizatjon_structure and aid in
carrying cut delegated resromsibilities.

(2) ®ell defined, clear and documented.
(3) Well conceived and practical to carry out.
(4) Easy to interpret and aprly. [Ref. 128]

Mapagement's Kknciledge and understanding of fast,
present, and prcposed activities and transactions dererd in
varyirg degrees on the organization's informaticn systen.
This ipnfcrmation contributes to discipline and envircnmental
incentives for ccmpliance ir day-to-day evaluation and deci-

' sion making. The information system monitors the crganiza-

p tiont's "pulse" for eixecutive managers who cannot be fresent
to witness each tracsaction c¢r ke aware of each decision
generated at various levels thrcughout the organization. PW
recoxrends that the review frocess should weigh scze cf the
follcwing characteristics of an information system:

(1 Ir{¢rmaticn is sufficientl detailed to identifx
out-of-lire oreraticns or _fpocint to possikle r[prcklems
havirg internal cortrol implications.

(2) Contert of the report is relevant to the user.

é3) Fcrm of presentation highlights important informa-

DAMAONLNA

% icp ard aids understanding.

- 4 Informatic is timel and reliable enough to be

% éséful for gts Entendeé pu%pcses. g

> jstribytion patches the assigned responsibilitjes

. ég)ingivgﬁuais 3 ;csftfons to ﬁgougth@t,thé fnfqrmation

5 make€és sense in the light of their familiarity witbh wkhat

5 hagprened.

> (6) Ipformatiocn is actually used by recipients with the

n comsetence,and time to upderstand 1its signifigance and

. in [ceition to take action, 1f necessary, to determine

Y if thére has keen _a breakdcwn in irterbal acccunting

. ccentrcl. [Ref. 129
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In illustration cf the EW model, condensed descripticns
cf scme realistic and desirable admipistrative ccatrols are
frovided for the functional area of productive assets. In
general, the objectives of ccomcern in this area are desigred
to ensctre approjriate productive capacity acquisiticr in
light cf organizatioral needs, effective allocaticn cf furds
in acgrecate and by froduct, rproductive use of existing
assets, and adequate protectiocn of productive assets frca
physical 1css or deterioraticn [Ref. 130].

Aderinistrative crganizaticnal controls for fprcductive
assets are derived frcm analysis of the significance cf tae
assets tc the organization's oferations; the size, techno-
logical ccaplexity, and acquisition 1lead times of frcjicsed
Frojects; and the prccurement expertise of the organizatica.

These factors will cetern1ne the fornallt{ of the ¢rga-
nizaticp structure needed including level “of
mapacenent invclvesent angd ai Eroval and the sccre and
natufe ¢gf the orgarizaticna funcfions and activities
required to ccnticl prodective assets. The revieuer
shculd understand bhow the administrative functicrs are
delegated and coordipated with cther... activities. The
orgadization structure and the delegation of authcrity
withir tke _structc¢re estaklish thée framework withil
which carital spending decisicns are reached [Ref. 131)

TIc ersure that agprrorriate methods are followed, marace-
gent isplements and enforces various administrative <cfper-
ating ccontrcls in the form c¢f fcrmal policies and frccedures
which fprcvide assistarce in planning, ccntrol, prccuremert,
and maintercnce cf tle orgapization's productive assets and
set tle framework tc facilitate the executicn «c¢f <ctler
frocedures and activities. P% identifies significant areas
wvhere pclicies and prccedures for productive assets wculd

contrikute to effective managerzent control as: "acguisition

and dispcsal of froditctive assets, capitalization cf ccsts, Eff
leasing versus rpurchkasing c¢f assets, custody and use of gsé
assets, ard evaluating pctential and actual results of ﬂiﬁ:
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acquiring carital assets®" [Bef. 132]. Specific poclicies to
suprcrt these areas are classified in terms of prcductive
asset flananing, Fzcject zanagement, and oreraticnm.
Administrative oferating policies and procedures in the area
cf rlacnirg consider long and shert range planning ard kudg-
eting; and the propcsal, evalvation and agproval of cafpital
projects. Froject maragement pclicies are developed as ttey
relate tc the asset frrocuremert and monitoring rrccesses.
Eolicies in the operation of assets involve the custcdy and
Frotecticn c¢f assets from 1css, the evaluation cf asset
utiliz2aticn and jroductivity, maintenance and repair, and
salvace and dispcsal [Bef. 1331,

Ipfcrmation for p[planning and controlling [frcductive

asset rirccurement alsc serves as an effective administrative
contzrcl.

The ipfcrmatior system £c¢r acquiring and using prcduc-
tive assets shculd’lte sufficient to enable management tc
direct and control the_ activities and plan “fcr the
future. Previous consideration of the unigue business
attritytes and revievw of crganization an ope€ratincg
contrcls should prcvide insight as to the ;gpe_o infcr-=
?ggicn nﬁgded, and when and how often i is needed.

10 e tseful, this irformaticn must be detailed sufficently
to track prcjects which are proposed, authorized, ard in
[rogreéss, and to identify cut-of-ccntrol or pctertial
Erobleém areas. The infcrmzticn must also be distrikuted to
the aprrcpriate respcnsible agent in a form which facili-
tates rather than <clstructs understanding, and pust e
tinely and reliable enough tc suit its intended furpcses.
Lata ¢n kcth regquirezents and rrogress inm satisfying thcse
requirenents are prcvided ty long and short range cagital

Flans ané kudgets. Ccotrol information is also collected by R
Froject to assist in reésource allocaticn and the evaluation 1ﬁ$ﬁ
. . . . . Sy

cf results. Other operating information is provided by el
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zeans c¢f rnpaintenance, productive assets, and statistical
data repcrts. Appendix E rerresents an adaptation cf Vclume
€ of the Cuide to 2ccounting Controls and illustrates a Rt

conpretensive breakdcwn of administrative organizaticn,
cperating, and inforzation system controls into sutactivi-
ties fcr e€ase of reference and applicaticn to the area of -

a el aa

(S T T o
. P e
. oo
AT

v . Ceste H
e s e

. [

Froductive assets. An additicral example of administrative

contrcls delineated Ly functicn is furnished by the Navy P
Finance Center in Apfpendix F. 7
o

E. INTEFNAL CONTROL SYSTEM EVALUATION _;j
The evaluaticn and review cf the control system revclves Z;i
around clktaining infcrmation akout the organizaticn and its - ;;%
Frocedcres ty means c¢f discussion with afppropriate marace- f;f
ment rerscnrel and studying dccumentation such as prccedures :::
zanuals, Jjcb descriptions, zflowcharts and decisicr tatkles. b
The develciment of a prcegram or plan is an effective ;ﬂf
apprcach tc¢ organize the evaluation process and systemat- ff;
ically ccllect the 1equired ipformation. 0f equal impcr- :::
tance 1c¢ the evaluaticn plan is documentation of the results ;&;
cf the review, to irclude overall internal contrecl otjec- f%i
tives, judgments on internal and external envircomental ;;g
factors, adaministrative contrcl procedures, and flcucharts :::
cr other descriptions of the procedures and segregaticn of " €
duties. A consolidated adaptation of the evaluation prcgranm _;
advocated ry Price Wa‘'erhouse [Ref. 135] follows: -;é
(1) Gain an understanding c¢f the unique attributes and !
risks ioterent in the business. @iﬁ
(2) Identify those functions and people that are impcrtant ;ﬁi
to prccessirg transactions. ‘ ;1:
(3) Consider the orcanizaticnal fimancial refporting needs. &EE

(Ve
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(&) Identify and ccnsider those aspects of administrative
contrcls which establish an apfprorriate contrcl envirconrent,
influence tle nature cf other centrol procedures, cr khelp to
satisfy ccotrol cbjectives.

{5) Ccnsider vwhetlker the ccntrol environment frcvides
reascorakle assurance to maragement and others that ccntrol
cbjectives sill Lte achieved.

(6) State the ccntrcl objectives for each functiop in licht
cf tte wunique attributes, risks, and administrative
contrcls.

7N Oktain an understanding c¢f the transaction prccessiag
systex kty a preliminary survey.

(8) Evaluate whether there is am appropriate segregaticn of
duties witbhin and amcr¢ functicuns and whether adminpistrative
and cther interral ccntrol prccedures ®ill [fprovide reascn-
able assurance that the contrcl objectives will be achieved.

(9) Identify any okjectives which will not ke achieved due
to weakpnesses, and tlke appropriate control procedures shica
should re instituted to eliminate any identified weaknesses.

(10) Corfirm the evaluation Lty testing for compliance tkcse
contrcls which are 1acst likely to achieve intermal ccrtiol
cbjectives.

(11) Beccmmend prccedures ke dinstituted to elirirate any
identified veaknesses when a cost-benefit analysis analysis
indicates tkat it is practicakle to do so.

(12) Cconclude and prerare a summary repcrt on the results of
the evalvation.

The wmethod of testing compliance with administrative
contrcls degrends on tlke specific nature of the corptrcls Lut
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will likely involve ingquiry, ctservation, and inspecticn of
documentaticn [Ref. 136]. Administrative organizaticn

5 contrcls can be tested for ccapliance throujh discussicn of
? the lires cf authority and assigned duties wita megiers of

é the variocus departments and through observation c¢f the
: gerfcxamacce of those duties. The results of this exchange
cf dirfcrmation may then ke compared with organizatica "

charts, job descripticms, and policy and procedures manuvals.
Administrative orerating ccntrcls likewise 1lend themselves

to ccnpliance testing Lty determining whether cperaticg poli-

cies ard prccedures affecting critical functions and trans-
acticpns are being inplenmented. These tests invclve the ,.
examipnaticn of docuzentaticn for associated indicaticns of '
verificaticn or agproval (authorized signatures or
ihitials), and okservaticn to gauge timeliness, efficiency,
and seraration of inccmpatilkle duties. Testing conmgliarznce -
with infcrmation system coantrcls presumes an understanding
of actual informatica utilization for control [furgcses.
Discussicn with emplcyees t¢ determine their interpretation
cf a repecrt's autility, countent, and resultant acticrs or
guesticps will ;rovide a lasis for the evaluation cf the
contrcl effect of the particular report. The most eifective
test plar fcr a computer system most likely will inpvclve the
vse cf that systen. The ccmputer, operating under the =
contrcl test progranm designed ky the reviewer, can ke used -
to select items for test, make comparative analyses, execute -
mathegatical calculaticns, and to generate excepticn data. Lf
The evaluatcr can ther investigate the exceptions and eval- -~
vate tte overall implications of the test results
[Ref. 137].
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- . F. SUMNAEY

The criteria for ccntrol depend on the size, disgersicn,
complexity, mapagement philoscphy, structure and groujzirg of
an organization. Larger organizations reguire more detailed
formal dccumentation and communication of policies, [roce-
dures, stancards, ané contrcl systems for the effective and
e€fficient achievement of coantrel objectives. The develcp-
ment cf ccntrol «criteria can te tased on their agrlicaticn
to ccntxcl system ccazponents or functional control okjec-
tives as deemed apprcrriate to the particular organizatica.
Fegardless cf the afjrcaca, €enphasis must be placed c¢n the
estaklistment of an ervironment that creates the approgriate
contyrcl awareness, attitude and disgipline. Paragcurt to
success is the desigr of a ccntrol system (wvhether it be
zanagemert, administrative, or operational) which fits the
structure and management rhilcsophy of the organizaticn,
which fccuses on the areas of risk inherent to its gcals and
sissicr, apd which strikes a Lalance Lhetuween the ccsts and
tenefits ¢f control. A precursor to evaluation is a review
cf currert administrative ccntrols to gain an understarding
of the ccrtrol envirxcnment apnd the orgapization's mission
and fractices. In evaluating the effectiveness <¢f an
internal ccotrol system, the zain thrust of testing should
¢ directed to the executicn c¢f those procedures which are
critical tc peeting tle orgapization's goals and objectives.
Ccmpliance tests are conducted to ensure that the ccrtiol
syster is cperating as intended aand are most pertinent to
the evaluation ¢f administrative controls. These tests
involve the examinaticn of documentation, discussicns with
tanagement and esplcyees, and cbservation c¢f the perforzarce
cf duties. If the results of the compliance tests reveal
that ferfcrmance and controls deviate from that which is
desired, corrective action is reguired to modify ccatrcls in
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light of fossiile internal and external envircarental o
changes, or to remphasize prescriked procedures and heighten

contrcl avareness for greater assurance of compliaance in the
future.
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Marire Corps Order 5200.24 , Establjishment, Mainterance,
feview apd JImprovement of Mapnagement Control Systess,
defines adoinistrative cocntrcl as:

Adeipistrative ccrtrcls grovide the organizaticnal
structcre and parameters through which missicns and
cals are achieved and cocrdination and cchesiveness are

mairtaiped. They are designed to_assure adhererce tc i;;
apgplicatle laws, regulaticans and policies and to proncte
operational eccnoay . and efficiency. Estaklishmert anc "o

mairtenarce of adninistrative, colitrol is a_ ccgmandy
managerent/super visCcry responsibility applicable to all 4
fungticnal A " areas throughout an organizaticn.

Administrative cortrols_  gederally have ap ~affect or 1
emplcyee avareness ¢f individual responsibility, create T
a [csltive organizational attitude, act as an” incentive ]
to_emrloyees tc fcllcv procedures, and provide reasca-
able _assurance¢ that the failure to perform assigped
prccedvres will 1result ip appropriate discipliidary
acticn., Ccunapd/mana gment/supervxsorz decisicrs
pertairing to admiristrative control can have a direct
influerce™ on the ualit and adeguacy of acccunting
contrcls. Sone, administrative control”™ procedures caf
alsc bave a sigpificant influence on "the tyre of
acccunting controls employed.

g
gl
The Marire Corps' definition cf administrative contrcl is aa e
all enccmrassing definitior which inccrpcrates naragement 7.
contrcl, administrative contrcl, and operational ccatrcl as :::
it relates to pecple, structure, process and the treadth of
focus ir tlte organization. Administrative contrcl, as :

develcred ir Charter : and restated here, is:

The §§c¢ess of desi nina 3he,a gtopriate structuge ang
speclfyjirg fpredeterfine €cisions” or actioms thrcuygh
which #apagement assures that the organization carries
out its ¢dals and objectives efficiently and effec-

tively.

Fredetermined strccture and process (what an organiza- ;ﬁj
tion is and what it dces) are opot new to the Marine Ccrgs. -
All fcrzal organizations pcssess mission statements and
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Jables cf Crganizaticn (T/0's) which predetermine structire
and rrovide an inhexent elemert of administrative ccatrcl.
The fcrpmaticn of nex organizations are guided by dcctrire,
such as fleet Maripe Force Mapual (FUFY) 0=1 which estab-
lishes procedures fcxr the formation of Marine Air Grcund
fask Forces, providing then first with a mission statement
and tken with an orgarizational structure tailored tc meet
that predetermined recuirement. Due to the high degree of
decentralization in tlke Marine Corps, standardizaticn ir the
form ¢f Cczzandant of the Marine Corps (CAC) White letters,
Standard Cperatirg Prccedures (SOP's), User Manuals, Pclicy
temoxrandtms, Desktop Erocedures, Turnover Files, GCferaticms
Plans and Orders, Ccamand/Organizaticn/0nit orders and
directives, etc., provide additional adamipnistrative
contrcls. S0P's, as an examrle, predetermine structure and
Frocess thrcugh stapéardizaticn of all administrative and
operaticral aspects cf a function; establishment of satis-
factcry performance levels and training reguirements for
individuals; establishment cf satisfactory perforzance
levels of functicns; affixing responsibility, accountakility
and authcrity fcr perfcrmance and decision-making; estab-
lishzent of methods for coordination bLetween echelcns of
commard, rcth interral and external to the organizaticnm,
and, interface ketween differing functions within tlke crga-
nization; establishzent of methcds to evaluate perfcrzance;
and estaklishment <¢f a mechanism to report status and
results. MCO P5215.1F, Ibe Maripe Corps Directive Systenm,
requires the establistment of a minimum number of sukcrdi-
nate ccszand directives to ensure consistency (contrcl) with
Beadguarters guidance. Each c¢f these directives should ke

. localized tc meet the organization's needs and to surrlement
the achievezent of efficiercy--maximum output from a given
guantity of input--and effectiveness--how well an orgariza-
tion dces its jotk.
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Fredetermined strtcture and process suggest a scmewhat
static ccntrol ervircrment, one that previously exists which
requires little action frcz the coomand/nanagetent/
superviscry personnel respcnsible for the functica.
Nevertbeless, predetermined structure and process is Lut cne
spall pcrtion of tike overall dynamic management <ccaticl
systes.  MCO 5600.31, Publicaticn and Pripting Regulations,

frovides fcxr the review and subseguent certificaticr that
directives (adaipistrative controls) are current and reflect

N the operaticns as actually fperformed in the organizaticno.
F’ Additicrally, the Marine Corprs Manual, in paragrarh 1011.3,
yf provides that ccamanders shall "make or cause to ke made
such inspections as are necessary to evaluate all fupnctional
T areas of their ccamards and tc keep themselves infcormed, at
;Ei all times, of the cverall ccndition of their command." ZThe

Maripe Ccrps has idertified, as a prelude to the estaklish-
o sent c¢f an effective aanagement contrcl progranm, scpe 35
>ﬁ? functicnal areas varying in degrees of risk, that zust be
—~ revievwed fcr program isplementation. Reviews, like inspec-

tions, cannot ke ccnducted ry seat-of-the [fants analysis,
tut ratker Ly azbulatory management with active particira-
tion ty tikose directly and indirectly effected. The
dynagics of this maragement ccntrol system encompass the
entire «crgamization and impact on the static onpature of
admipistrative ccatrcl.

In order to determzine the effectiveness of the ccntrcls
in a furctional area, an evaluation (management ccrtrol
reviev) sust be made to comfpare the performance of the indi~-
vidual tasks involved in the functional area, as well as the
functional area in tcto, with the predetermined standard.
The evaluation should also copsider the reliability c¢f the
stanéard, i.e., before an inspection is conducted to ccifare
the fperfcramance ¢f a functicpal area with the standards set
forth in the SOE, it should be determined if the SCP is
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currert and complies sith quidance from higher headguarters.
There are pany vehicles in the Marine Corps to assist
conmapders/ranagers/ supervisors in conducting evaluaticas
which skculd preclude the "reipvention of the wheel" reétween
crganizaticns. Field Supply and Maintenance Analysis Ofrice
checklists, Suprly ard Maintenance Assistance Office check-
lists {internally generated by some '~ ccrzpands),
Inspector-General Marxine Corprs checklists, self-insgection
frogram checklists, and Marine Corps Disbursing Cn-Site
Exapiraticn Team (MCLOSET) cbhecklists are examples c¢i the
gany that already eaist which identify the critical areas
for ccnsideration within functions. The Naval Audit Service
audit prcgrams assist management in conducting revieus of
their furctional areas to evaluate established controls aand
areas wlere controls may ke wweak or missing (SZICNAVINST
7510.8A prcvides a 1list and instructions for oktaining
* thenm). Arrendix G provides an example of am aid useful in

the ccnduct of evaluaticas. ,

Isrlementaticn c¢f a Management Control Program as a
rost-factc ccncern tc organizational development is nc easy
task. The Marine Corrs Manual clearly points cut ttat
internal ccntrols have always been part of a conpander's
Iespopsitilities. 1he General Accounting Office (GAC) bhas
Fublisted stapdards fcr Irternal Control in the [Federal
Govercrment which define the azinimum ‘acceptakle guality of
internal ccrtrol systezs and [fprovide criteria against which
systess %ill be evalsated. These standards alsoc canm be
considered technijues useful in developing a ccantrcl prcgram
and evaluvating admiristrative ccntrols as well as the the
sanagerent control systen. Cbapter IV provides soge addi-
tional ccntrol technigues and criteria that both cosplement
and svpplement those frovided ty GaO.

Tbe Ccaptroller c¢f the 3D Force Service Sufpport Greup
provides an afppropriate ccammentary on the difficulties
encountered in isplesepntaticn ¢f£ an effective prograz.
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The greatest stumbling blecck to the effective isplemean-
tatidn of such a prcgrfam is parochial perceptions. 1.€.:
the Surply Offjcer whc _initiates acgulsztlon peyond his
finarncial ceiling slmgly because "they" neced 1t; the
Mairterance OffiCer who states he is "only a “wrench-
turrer" ard doesn't know the dcllar value of materials
consumed; or the Fiscal Cfficer who feels he is orly an
acccuntant and he told '"then". Today's climate of
ccncerr regarding g¢overngzental waste, fraud and atuse
demands that to " be"a leader one also must be an effi-
cient rescurce manager. [Ref. 8
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V1. ANALXSIS, GOBCLUSICNS, AND BECOMMENDATICNS ?ﬁﬁ

4. I¥FIECLUCTIION

The mair purpcse of this thesis has been to determine
the apswers to tuwo gquestions: first, what is internal acmin-
istrative ccatrol; ard seccndly, how does it aprly tc the
Baripe Ccrps? In this final chapter, the authcrs fresent
the ccnclusions and recoammendations derived frcm this

i A EARNNS

' research effort.

Section B of this chaptexr is a brief apalysis <c¢f the
data <cltained from the 1Internal Administrative Cccrtrol
Cuesticpraire. Section C fresents the conclusions derived

R S TR T

frcm the «research and analysis and offers recommendaticns

relative tc the izrlementation of an effective ccentiol

frograr in the Marine Corps. ’
| ' E. ANALYSIS OF THE (UESTIONNAIRE

?f : Ite gquestionpnaire generally asked for an honest,
: personal interpretaticn of the [hrase "internal administra-
ii tive ccntrol®" frea pexsonnei responsible for the iaplementa-~

tion c¢f the Marine Corps®' Managemeant Ccatrol Program at

twenty~fcur major field activities. The guestionpaire also
: asked e€ach activity tc provide, through answers to the gues-
- tionnaire, evidence cf how internal administrative ccntrol
- applied to then. Tke guesticonaire was sent out sulksecuent
to prcmulgation of Marine Corgs Order (MCO) 7000. 1% which

;ff directed the establishment of ccntrol systems and prcvided

if Eeadguarters' definiticnal interpretation. Response tc the

o gquesticnraire was ccnsidered good, with fifteen cf the

j}ﬁ tventy-fcur comaands replying for a 63X response rate. 2

"
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review cf tbe responses reflected that all Fkut two respcn-
dents sixply reiterated the definiticns dincluded ty
Headguarters, Marine Corps in its previously rultlisted
Order. Tbe 4informaticn prcvided by those two respcndents
bas Leer dincorporated in Chapter IV of this thesis.
Barticularly helpful in this effort was the response of
Bajor F.C.Fay, Comptrcller of the 3D Force Service Sujpcrt
Grouf. In a separate letter to the authors, bhe prcvided
unusuval insight on tlke subject matter. His letter has teen
refererced in Chapter V. As a result of the "party 1line"®
response by the majcrity, the questionnaire did nct prcvide
the authcrs with any significant input as to the application
of irterral administrative ccatrol in the Marine Corgs.

C. CCHECIUSICNS AND EECCMMERLATIIONS

A literary searckt provided relatively little infcrmation
cf use tc the authors on the subject of internal administra-
tive ccatrcl. While most auditing literature menticned the
topic ard its inmportance to the overall control frcgram,
discussicns centered around accouanting controls. Maragement
contrcl teits also reflect a void of discussicn c¢r the
subject. As a result of significant research intc the azea
cf ccntrcl, in general, the following conclusions relative
to interral administrative ccntroi have been derived: first,
admipnistrative conticls are those predetermined ccntrcls
that give purpose, direction and meaning to the crgariza-
tion; =<seccrd, administrative ccatrol applies to all levels
cf the «crganizaticn, and mapagement (at all levels) is
respcosille for the ccntrols teing 4in place and purposeful;
and ttird, administrative ccotrols are reflected in three
dimensicrs in the organizaticr; as orgamizatiocm controls
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defipnirg structure and delineation of autbority and respcn-
sibility; as operatin¢ contrcls rroviding process and froce-
dures; and, as inforration system controls which tailcr the
systen tc promote effective decision~making.

Adeicistrative ccntrols have applicability to any crga-
nizaticn that requires purpcse, direction and meaning, tut
they cannct exist in a static eavironnment. As a result of
envircnmental changes, personnel turnover, value changes,
and gcal redirecticr, adpipistrative <controls nmust. be
dynazic, thereby demarding constant review and update. The
dynazics of administrative ccntrocl preclude separaticn ficn
ganagement contrcl, and, as a vital part of the organpiza-
tion, are intended tc assist vice hamper management in the
allocaticr c¢f scarce resources.

: Tte authors makeé the following recommendatiors fcr the
implexzentation of effective adrinistrative controls:
(1) tcurs for ccmmanding officers should be lengtlered
: to permit a more intizate kncwledge of the requirements for
i crganizaticpal contrcl and tc permit the adaptaticn cf the
managemert finforraticr system to meet their needs;
(2) tcp-level nanagement must take a more active rcle
in estatlishing a pcsesitive <ccatrol environment, DEcessi-
. - tating e€valuations c¢f both themselves and their sutordipates
relative tc this respcnsibility;
(3) managers at all levels must have increased infut
into the design cf maragement information systems tc fprcvide
" then withk feedback on the adequacy of their ccntrols;

(4) the rnanacement information system @must have
kuilt-in flexibility to permit the tailoring of the systenr
to meet changing management and environmental demands; ang,

(5) courses of ipstructicn for managers at all leveéls.

The requirements fcr commanders, managers and supervi-
sors tc establish control cver their organizaticer have
existed cver time in the Marine Corps, as illustrated Ly the
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. (a) Mutual Adjustment (b) Direct Supervision
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Input Work Outputs

Skills Processes

tg) Standardization
Figure A.1 Tte Five Ccordinating Mechanisas.
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Departmental Master
Budget { < E { Schedule
. - Departmental .
Accountant Eepartmental Costing Schedule Manager
Departmental

Dep(a::snt\sental P a Production ——
‘} Y Schedule

Chietf Clerk Progress Records Supervisors .::

Costs . p Work Cards T
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1 e

. . ] s
Financial Production
Statement Staterment
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Figure 4.3 an Illustration of Begulated Control Flcws. T
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Figure A.5 The Relationshifp Letveen Planning aad Ccotrcl.
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Administrative Social or
or Informal
Organizational Group Individual
Learning or Use of Advising a new  Setting short-
steering projections 10 employee of term personal
controls determine group norms performance
potential bud- goals based on
get variances a desired
professional
position ten
years hence
Pautern- Quarterly bud-  Not being Asking for a s
recognizer or get review to invited to promotion after
yes-no controls  determine socialize after successfully
whether a work with negotiating a
project should coworkers large contract
continue
Compensatory A bonus given Kidding a Leaving the
or postaction to a manager colleague about  organization
controls for keeping having lunch after not being
within the pre- with the boss promoted
vious year's too often 1
budget
Figure A.8 Exasrles cf Ccntrol in Organizaticos.
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Level of conduct

1 Regularity

Subjective values

4 Range of alternatives
[ Uncertainty

4 Nature of problems

Information needs

Time horizons
Completeness

1 Reference

Detail

1 Type of personnel
mostly involved

-} Ease of evaluation

Development of
objectives, policies,
strategies

point of view

Strategic Planning

Highest lavels of
management

Continuous process; timing
of decisions is irregular
and as need arises

Heavily weighted with
subjectivity

3roader
More

Unstructured; one of a
kind

Derived from and related
to external environment;
futuristic: imprecise;

tailored to each problem

Usually long time spectrum,
but sometimes shorter based
on the subject

Entire scope of the
organization

Source or origin for all
planning

Broad, few details

Top management and staff;
smaller numbers

Results evident often only
after several years;
difficult to measure

New and generally debatable;
minimal experience in
judging correctness

Corporate

Tactical Planning

Lower management levels

Periodic cycle on a fixed
time schedula

Less subjective

Narrower

Less

More structured; repetitive
Heavy reliance on internal

data, historical records,
and accounting information

Shorter duration and more
uniform

whole of a suborganizational
unit executing parts of
strategic plans

Executed within and in
pursuit of strategic plans

Detailed

Large numbers of managers
and employees

Easier to meagure effectiveness
and efficiency; results are
quickly evident and traceable
to specific actions

Experience %to gquide
development and evaluation

Functional

Pigure 1.10

Strateégic Planning versus Tactical
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Internally Oriented Processes

Strategic Planning <

|

Management
Control €

!

» | Operational P
Control

Externally Oriented Process
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Financial Accounting <€

Pigure A. 11 Anthcny's Planning and Control Processes.
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Figure A.13 Phases of Management Control.
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MANAGEMENT CONTROL

All Personnel
Maximum accomplishment Efficient performance
with minimum risk within established policy
Goal attainment All functions
Operationai Refiability Purchasing/Production
Resource utilization Adequacy Marketing
Financiaf Timeliness Financial
Resource acquisition Personnel

and allocation

Accounting data for
—dilpurposes__

Extemnal reporting
Compliance with requirements
Avoidance of over-disclosure

Internal uses
Decision making
Operational control
Evaluations

Figure 21.14 Maragement Control Interrelationshigs.
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ACCOUNTING CONTROL

i Financial reporting and asset safeguarding
personnel

Comparison with Prevent or discourage
! independent counts errors and irregularities

and/or records with timely discovery
) . [rgnsaclioris
i Accountability for custody Compliance with Authorized/unauthorized

Limitation of access GAAP Recorded/unrecorded

Accounting data for
external reporting

Figure .15 The Interrelaticnships in Accountimg Ccntrcl.
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Scope

Emphasis

Purpose
Intended application

} Precision

Source

Goal

Personnel to be
i controlled

Punctions

Financial data

Management Control

Broadly inclusive

Attainment of corporate goals

Description of management
opportunities

General

Minimal

Activities of corporate
officers

Operating and financial
effactiveness for profit

purposes

All personnel in the
organization

ALl (production, finance,
personnel, marketing,
accounting)

Intsrnal and external
reporting

Accounting Control

Specifically limited

Prevention, or discovery
on a timely basis, of
errors and irreqularities
in published financial
statements

Description of audit
responsibility

Rastricted; special
puzpose

Significant

Independent auditing needs
and pronouncements

Prevention and detesction
of matsrial errors and

irreqularities in published

financial statements
Personnel whoss activities
affect financial reporting
and asset safequarding
Pinancial reporting, asset
safequarding

External reporting only

Figure A.16 Marageszent and Accounting Contrcl Differences.
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Focus

Emphasis

Regularity

End result
Purpose of
astimates

Persons primarily
involved

Number of persons
involved

Mental activity

Source discipline

Appraisal of the
job

Measurement

Data

Judgment

Control

Degree of
assurance

Adminjstrative Contxol

On whole organization

Highly structured; prescribed
procedures and policies

Continuous process but timing
of decisions irregular as need
arises

Predetermined policies and
procedures

Lead to expected results
staff, line, and top
management

Larger

Administrative, conceptual,
analytical
Interdisciplinary
(Engineering, Planning,
Production, Accounting,
Systems Analysis)

Less difficult
Predetermined standards;
compliance or nonccmpliance;
economy and efficiency

Before the fact

Prior judgment based on
expectations

Framework and oarameters
to control action and things

High degree due to historical
input and comparative
guidance

Management Control

On whole organization

Attainment of corporate
goals

Continuous, rythmic; follows
a definite pattern and
timetable

Action within prescribed
policies and procedures

Lead to desired results
Line and top management
Smaller

Persuasive, Bchavioral,

evaluative

Social Psychology

More difficult, subjective

Measured both in financial
terms and nonquantiiiable
terms relative to overall
performance

Real time and retrospective

Continuous judgment and
evaluation of judgment

Controls things, aoney, and
people

Not as high due to human
variables and subjectivity

Pigure 4.17

Administrative versus
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Focus

Data

Emphasis

Control

§ Degree of

assurance

Functions

Administrative Control

Both programmable and
non~-programmable; calculated
and non~calculated

Before the fact:
predetermined

Compliance or noncompliance;
economy and efficiency

Framework and parameters to
control action and things

Not as high due to subjective
interpretation by people

All functions excluding
human interactions

Operational Control

Calculated; programmable

Real time; reported as
occurring

Performance; production
Controls things
Highest degree;

automated

Individual transactions

Figure 1. 18
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APPENDIX B

INTERNAL ADMINISTRATIVE CONTROL QUESTIONNAIRE
DEPARTMENT OF THE NAVY
HEADQUARTERS UNITED STATES MARINE CORPS

WASHINGTON, J.C. 20380
IN REPLY AEFER TO

FDA-33/nlf
sioo
5 MAR 1924

From: Commandant of the Marine Corps
To: Distribution List

Subj: Internal (Management) Control System Questionnaire
Ref: (a) CMC ltr FDA-33/nlf 5200 of 29 Feb 1984

Encl: (1) Internal (Management) Contrcl System Questionnaire
Guidance
(2) Internal (Management) Control System Questionnaire

l, At the request of this Headquarters, students at the Naval
Postgraduate School, Monterey, California are conducting research
related to the applicability, reliability, and effectiveness of
current internal (management) control systems in the Marine Corps.
The reference provided additional information in this regard.
Research will primarily concentrate on administrative controls
employed by command/management/supervisory personnel. A question-
naire has been developed to assist in this research and will serve
as a primary source of information for this effort.

2. Enclosure (1) provides guidance and instruction for completion
of the subject questionnaire, provided as enclosure (2). It is
requested that enclosure (2) be completed in a thorough manner

and returned to the Naval Postgraduate School (Attn: MarCorpRep
Code 0309), Monterey, California 93943 no later than 15 April 1984,

S

/BY dgr(ct‘7

Distribution:

CG FMFLANT Norfolk VA 23511

CG FMFPAC Camp Smith HI 96861

CG MCDEC Quantico VA 22134

CG MCB Camp Pendleton CA 92058
COMCABEAST Cherry Point NC 28§33

CG MCRD San Diego CA 92140

CG Fourth MarDiv New Orleans LA 70146
CG MCLB Albany GA 31704

CG MCRD Parris Island SC 29908
COMCABWEST El1 Toro CA 92709

CG Fourth MAW New Orleans LA 70146
CG MCB Camp Lejeune NC 28542

CG MCAGCC Twentynine Palms CA 92278
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FDA-~33/nlf
5200

Subj: Internal (Management) Control System Questiocnaire

CG MCLB Barstow CA 92311

CO HQBN HQMC Arlington, VA 22214

CO MARFINCEN Kansas City, MO 64197

CO MARBKS Washington, D.C., 20390

Director, lst MCD Garden City, LI, NY 11530
Director, 4th MCD Philadelphia PA 19112 SRR
Director, 6th MCD Atlanta GA 30303 AR

Director, 8th MCD New Orleans LA 70142 -
Director, 9th MCD Shawnee Mission KS 66204 - i
Director, 12th MCD Treasure Island CA 85034 o .
Director, MCRSC Overland Park, KS 66211 oo
Copy to: f?:fn
MarCorRep, NPGS, Monterey, CA 93943 s
o .
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QUESTIONNAIRE SUMMARY RO

PURPOSE:

To determine an operational definition of internal ad-
ministrative control based on survey responses from Marine Corps
Commanders with secondary emphasis on identification of resources
and skills essential to management control system implementation
and maintenance, development of administrative control techniques, »
and improvements to clarify Marine Corps guidance on internal S
management control systems.

BACKGROUND: L
In October 1981, the Office of Management and Budget BT
(OMB) released Circular A-123 which directed Federal Agencies to »
maintain effective systems of internal control. In 1982, Congress RN
enacted the Federal Managers' Financial Integrity Act (FMFIA) which
requires in part that each executive agency establish and conduct
evaluations of their systems of internal accounting and adminis-
trative controls. In response to this requirement, Marine Corps
Order (MCO) 7000.15 was issued promulgating guidance on the
establishment and maintenance of internal control systems.

OBJECTIVE:
Based on analysis and comparison of examples and survey
responses, the objective of this guestionnaire is to:

(1) determine an operational definition of administrative
-control to increase universal understanding of the concept. -

(2) assist in the development and implementation of adminis-
trative control systems within the Marine Corps.

(3) develop improvements to and clarifications of current
Marine Corps guidance relative to internal management control
systems,

Your cooperation in completing this questionnaire will facili-
tate Marine Corps implementation of internal administrative control
requirements. Your frank and candid comments are encouraged.
Information contained herein will be held in strictest confidence.
Identifying information is requested only to resolve any future
questions that may arise.

Questions or clarification on any matters concerning this
survey should be direct to:

MAJ H. G. RUDGE........Autovon 878-2557/3039/2401
LCRD C. F. ILLIG......sAutovon 878-2557/3039/2401
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INTERNAL ADMINISTRATIVE CONTROL QUESTIONNAIRE

Name of Respondent

Grade/Rank

MOS(s) / /

Organization

1. Management controls encompass both accounting control as

well as administrative control.

In operational terms, define

administrative control relative to your organization, or as inter-

preted by your command.

2. For the purpose of conducting vulnerability assessments,
the Department of the Navy (DON) has been segmented into twenty
major programs/functions. In the following list, check the
programs/functions for which your organization has developed

administrative controls.

Administrative Support
Audit

Automatic Data Processing
Commuications

Education and Training
Facilities/Base Maint
Financial
Intelligence/Security
Legal

Maint, Repair, Overhaul

Manufacture

128

Medical

Military Assistance
(Foreign Military Sales
International Logistics)
MWR Activities
Personnel

Property Management
(includes Phys Inventory)

Procurement
Research
Supply

Transportation




3. Are these administrative controls formalized in writing?

(Yes/No)

4. What programs/functions are peculiar to your organization
and cannot be classified in the segments listed above?

5. Has your organization also developed administrative
controls for these command-specific programs/functions?

{Yes/No)

6. What is the general command/management attitude toward
administrative controls?

7. It is neither necessary nor cost-beneficial to have
complete control over every situation. There is a point at which
the level of control should be established. In general, what is
the lowest entity/level of administrative control that has been
established in your organization?
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8. MCO 7000.15 provides guidance for vulnerability assess-
ments. How has your organization determined those programs/
functions that are most vulnerable to waste, fraud, and abuse cue
to deficiencies in administrative control?

TR

"

o

? 9. What specific techniques or methodologies were used for
- those vulnerability assessments? What problems have you encount-
» ered in the conduct of those assessments? .
L

l' 10, How has your organization conducted risk analysis in the
. area of administrative control?
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11. What specific techniques or methodologies were used for
risk analysis? What problems have you encountered in the conduct
of this analysis?

12. 1In general, what indicators have been established to pro-
vide reasonable assurance that your organization's administrative
controls are reliable and effective?

13. Who has your organization designated to design the manage-
ment control system? Has this individual utilized functional area
sp2cialists to assist in system design for a particular area?

14, What was the rationale behind the assignment of the
management control system designer?
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15. Who has been designated to implement/maintain/coordinate
your organization's management control system?

16. What was the rationale behind this assignment?

17. Wwhat changes/improvements to the internal management con-
trol system (with emphasis on administrative control) could your
organization recommend? Please include justification for your

proposals.
.
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18, Has your organization established administrative proce-
, dures or mechanisms to enforce the intended functioning of manage-
| ment controls?

{(Yes/No)

i If yes, described these procedures/mechanisms.

5 19, 1It is requested that you provide copies of any locally

o generated forms which have assisted you in the implementation and
maintenance of your internal management control system.

! 20. Any questions concerning this questionnaire should be

P

directed to:

MAJ H. G. RUDGE..+++...Autovon: 878-2557/3039/2401
LCDR C. F, ILLIG.......Autovon: 878-2557/3039/2401
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APPENDIX C
GENERAL CONTROL ENVIRONMENT ANAYLSIS

Organizational Segment

This form should be filled out for each operational department and
directorate. It may be completed for the component as a whole or individually
for each program or administrative function. The determining factors should
be size, nature and functions conducted within the component.

This form, used as an analytic checksheet, can determine whether the e
characteristics of a strong, general control environment exists by: (a) ) SRR
reviewing your documented policies and procedures, (b) talking with management g
and other personnel, (c) observing practices, and (d) drawing upon your
familiarity with the operation.

All questions require comments. Deficiencies currently identified which are
being corrected should be mentioned. Any outstanding audit findings which
have not been resolved should be used and weighed when answering these
questions.

This form should be completed with the knowledge that currently exists in your
operations. No new studies or reviews are required or intended. This form is
designed to be filled out after meeting with the key personnel in your
organization.

Use the following rating scale to evaluate each area:

At the ideal level (no negative impact)
- Some improvement may be possible

Good with improvements being planned (moderate negative impact)
- Fair, needs major studies and changes to improve

Needs immediate management attention (heavy negative impact)

Lol SR VSR - SR V]
]

1. Management Attitude. Are management policies and decisions implemented as
directed? Does management follow its own policles? Do managers and
supervisors know their responsibilities in regard to internal control? Are
deviations from policy and guidelines dealt with as unacceptable?

Rating LN
Comments:

L
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2. Organizational Structure. Is the organizational unit segmented
satisfactorily? Do problems exist on functions which are inter~departmental?
Is the main responsibility for performing a function controlled outside of the
NAVFINCEN?

Rating
Comments :

3. Personnel. Are the personnel competent and do they have the integrity
required by their jobs? Have they been adequately trained? Is there a high
turnover rate? Is the length of time to train journeymen a problem? Do
employees have career paths?

Rating
Comments :

4, Delegation and Communication of Authority and Responsibility. Has
appropriate delegation or limitation of authority been made that insures that
responsibilities are effectively discharged? Do effective communication
channels exist? Does communication flow both up and down these channels?

Rating
Comments :

NAVFINCEN 5200/16 (11-83) 135




S. Policies and Procedures, Does the documentation of policies and
procedures for internal controls exist? (These include written policy
standard operating procedures, pay related manuals, flow charts, position
descriptions, functional statements, design manuals, decision tables,
software, memoranda, completed questionnaires and any other related written
material used to describe the internal control methods.) Are these documents
disseminated to those individuals that require access to them? Does this
documentation effectively describe how the organization is intended to perform
- in almost all situations?

N
»
’-
(9%
¥,
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30
hes

e
Pty el
b e s

Rating
Comments : —

. 6. Budpeting and Reporting Practives. Are orgarizational goals communicated -

- and specitied to supervisors and employees? Are the goals monitored to the ;;&
extent of their accomplishment? Are all levels of management involved in the
budget cycle?

Rating
Comments: D ——

e 7. Organizational Checks and Balances. 1Is there an appropriate level of
A financial and other management controls? Does management feel satisfied that ;11
R internal review and quality assurance are at an acceptaeble ievel? Are control RS
- objectives periodically reviewed? o
~ Rating -
T Comments: S
o]
"~
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8. ADP Consideration. I1s there an awareness of the strengths end exposures
inherent in a system that uses ADP? Are ADP decisions that affect operational
processing made by management or left in hands of ADP personnel?

Rating i .-
Comments:
. .
9. Risk Assessment. List the ten risks which concern management in the
segments under your administration. Also note the current management control
objective to combat that risk and the control technique that is being used to
prevent the risk from occurring. (You must list at least ten.) i
]
Risk Control Objective Control Technique
»
e
R
L
'_'{‘.A"‘
e
’.
. -
Rating
Manager's Name S
Date y
Internal Control Officer's Name O

Date
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APPENDIX D
ADMINISTRATIVE CONTROL FLOWCHART

STEPS TO FOLLOW
DURING AN TINTERNAL CONTROLS REVIEW

REVIEW VULNERABILITY
|  ASSESSMENT PACKAGE |
TORG T T SYSTEM | < } FOR BACKGROUND |
|
]

- ) MAN ! sOPs | MAN | PDs ALONG WITH OTHER
% |AVAILABLE DOCUMENTATION
: |
|
I~ VERIFY THAT | [ RE-DEFINE |
| THE EVENT CYCLE | \\J EVENT CYCLE |
| IS MANAGEABLE | /)_1F NECESSARY |
|

UNIT FOR REVIEW | |

i
|

|

|

SR — !
ANALYZE CONTROL 1/ |

|  ENVIRONMENT P\\
{
|

I REVIEW MANAGEMENT ]

| POLICIES AND PROCEDURES |

—
U

T INTERVIEW TOFP I T 1. DO MANAGERS AND T
|  MANAGEMENT, FIRST AND | | WORKERS KNOW WHAT IS |
| SECOND LEVEL SUPERVISORS, r-{;? EXPECTED? {
| AND EMPLOYEES TO | | 2. ARE THEY AWARE OF |
| DETERMINE ADEQUATE F{ | PROCEDURES? |
| COMMUNICATIONS EXIST | | 3. IS THERE A PENALTY |
| FOR POLICY AND PROCEDURES | | FOR NOT FOLLOWING |

T | POLICY AND PROCEDURES?]|

|

|
[ INVESTIGATE AND DOCUMENT |
| IF MANAGEMENT OVERRIDES |
| ITS OWN PROCEDURES l

=
l

FLOWCHART THE

|  EVENT CYCLE |
T
|

|  REVIEW FLOWCHART WITH |
] PERSON(S) WHO HAVE |
| PROVIDED INPUT |
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STEPS TO FOLLOW e
DURING AN INTERNAL CONTROLS REVIEW

T IDENTIFY I
| CONTROL OBJECTIVES |
| C

| COMPLETE DOCUMENTATION |
| SUMMARY SHEET |
I
\J/

o T REVIEW DOCUMENTATION AND
Eﬁ |  DETERMINE IF CONTROL

I
| R
| OBJECTIVES ARE ADEQUATE | -
| FOR NEEDS |
I e
| j':t.':'.

\/
DISCUSS CONTROL OBJECTIVES

4
%E |  WITH MANAGEMENT. USE | e
_ | MILITARY PAY SYSTEM | e
& i CHECKLIST | e
b T

- %
T ADD CONTROL OBJECTIVES | —
| TO INTERNAL CONTROLS | e
| SUMMARY SHEET i :
T

|

T DESCRIBE CONTROL TECHNIQUES |
| THAT MANAGEMENT IS | -
| |
| |

CURRENTLY USING ONTO
SUMMARY SHEET

T
T DETERMINE IF TECHNIQUES |
| ARE ADEQUATE OR | . .
| EXCESSIVE | o
T =
| DOCUMENT THE LOGIC FOR | | IF NECESSARY, | e
| MANAGEMENT DECISIONS | 5ﬁ PERFORM COST/ | "
| ESPECIALLY NOT TO INSTALL < | BENEFIT ANALYSIS |
| CONTROL TECHNIQUES |
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STEPS TO FOLLOW
DURING AN INTERNAL CONTROLS REVIEW

] 1. INTERVIEW |
. OBSERVATIONS |
DOCUMENTATION |
TRANSACTION |
FLOW |
|
|
|

T DETERMINE METHODS TO BE
| USED TO TEST CONTROL
| TECHNIQUES
|
|
|
sl
[ PERFORM |
| __ TEST | .
' ”.
| R

|
DOCUMENT

| TEST RESULTS |
l ————h
| | .
| MAKE REPORT TO MANAGEMENT
| WITH RECOMMENDATIONS.
| ESTIMATE TIME AND
| RESOURCES
|
|

ON THOSE AREAS REQUIRING
MORE WORK, ADD TO
CRITICAL IMPLEMENTATION
LIST (REPORTING SYSTEM)
!

I

|~ FORWARD comré%ffﬁ'iiViEh T S

| TO DESIGNATED OFFICIAL |

|

=

PERFORM
CONTROL
PROCEDURES

w
.

. — e

——— e ]
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ORGANIZATION CONTROLS :
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APPENDIX E o
ADMINISTRATIVE CONTROLS FOR e
PRODUCTIVE ASSETS o

(1)

T rrr

s (2)

e wun

OPERATING CONTROLS :

Organization Structure

(a) Functions and activities relating to the management of productive
assets should be defined and established in accordance with stated
management goals and objectives.
(b) There should be clear assignment of responsibility and commensurate ' :f;{

delegation of authority for these functions and activities. 25“7

There should be adequate and competent staffing and supervision with
appropriate coordination and communication with other functions.

(c)

Productive Asset Control Responsibilities

(a) Capital asset planning.
(b) Capital project management.
(c) Operation of capital assets.

(1)

(2)

RN R P
o

":*;?;-.J' ol 2% s

0l at sV 0,0, 07,
o e g e e S
BRI

Policies and Procedures for Productive Assets
(a) Acguisition and disposal of productive assets.
(b) Capitalization of costs.

(c)

leasing versus purchasing of assets.

(d) Custody and use of capital assets.

(e) Evaluating potential and actual results of acquiring capital assets. . .

and Short Range Capital Asset Planning
Coordination with other functions.

Long
(a)

v ..
l".-.u

(b) Appropriate consideration of the length of time required to plan,

acquire and put into operation the related productive assets.

vy . v
P
«

(c) Analysis of the technical and financial feasibili*ty of propoced

projects.
(d) Establishment of priorities for selection and funding of competing AON
projects. DN
(e} Development of a long range capital expenditure procram and an
annual expenditure budget.
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{(3) Proposal, Evaluation, and Approval of Projects
{(a) Description of the short and long range operating needs to be met by
the acquisition of facilities or egquipment.

{b) Description of the physical and technical specifications of facilities
or equipment to be acquired.

(c) Estimate of the operating benefits, costs, and product quality expected
from the program or project.

(d) Estimate of the time periods involved, including dates of physical
completion or acgquisition, and the timing of expected cash investments
and returns.

(e) Estimate of total costs incurred, including costs of project develop-
ment, relocation, start-up, and proceeds from disposition of present
assets.

(f£) Description of proposed depreciation or amortization methods, rates,
and amounts.

(g) Estimated initial expenditure requirements, including items to be
capitalized and expensed.

(h) Expected project revenues, expenses, and net cash flows by year.
(i) Financial tests of investment worth.

(j) Whether to make, buy, or lease capital assets.

(k) Alternative methods of financing.

(1) Ranking of alternative expenditure opportunities according to criteria
set by management.

(4) Acquisition of Capital Assets R
(a) Requesting bids for asset acquisitions. }jn”

{b) Contracting for acquisition, delivery, and installation of assets.
(c) Procurement of related materials and supplies.

(d) Disposition of assets by sale, abandonment, or retirement as a result
of acquisitions.

(5) Monitoring of Capital Asset Acquisitions
{a) Clear designation of project management responsibility.

{b) A detailed project plan and schedule using, if arpropriate, the
Critical Path Method (CPM) or a similar network planning and control
technique. —
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(c) A plan for the commitment of resources.
(d) Detail cost estimates by task.
{(e) Detail cost accumulation by task and by type of expense.

(f) Project status reporting on schedule, cost, and completion performance
with variances by cause and responsibility.

(g) Periodic and final technical reviews.
(h) Defined acceptance criteria.

(i) Procedures for accumulating and transferring costs to appropriate
capital and expense accounts.

(j) Post-completion reviews as to costs and benefits compared to plans.

{6) Custody and Use of Productive Assets
. (a) Separate identification and individual accountability for each asset.

(b} Periodic determination of the existence of the assets.

(c) Authorized access to and use of assets.

(d) Adequate insurance coverage and protection against physical loss.
(e) Authority to sell or othHerwise dispose of capital assets.

{7) Maintenance of Capital Assets
(a) Appropriate preventative and corrective maintenance.

(b) Formal scheduling, budgeting, and accounting for maintenance activities.
{c) Periodic analysis of costs of maintenance to consider replacement of

productive assets.

INFORMATION SYSTEM CONTROLS :

(1) long and Short Range Capital Plans and Budgets
(a) Long range planning information.
(1) Forecasts pertaining to assets RSO
(2) Facility requirements and productive asset additions and replace- R
ments to meet these forecasts ®

(b) Short range capital budgets.
(1) Capital budget for the current vear

(2)  periodic reports comparing budgeted and actual expenditures to date
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(2)

(3

Capital Project Control Information

(a)

(b)
{c)

(d)

Project progress and status reports:

(1) Project plan, resocurce requirements, and schedule

{2) Comparison of schedule with actual performance by task

(3) Comparison of budgeted with actual expenditures to date plus
estimate to complete

(4) Projected physical work and cost to complete.

Approved project proposals.
Approved feasibility studies.

Post-completion reports, by task and project, analyzing any major
variances from budgets or estimates.

Other Operating Information

(a)

(b)

(c)

Maintenance reports:

(1) Preventative/corrective maintenance schedule and performance

(2) Maintenance budget and actual-to-date

Productive asset reports:

{1) Current inventory of productive assets

(2) Additions, sales, or retirements by class of assets and time
period

Statistical data and reports:

{1) Leased facilities and eguipment

(2) Utilization of plant capacity and 1nd1v1dual facilities
(3) 1Idle plant and equipment

(4) Equipment breakdown analysis

(5) Machine repair histocries

(6) Maintenance work order backlogs

(7) Maintenance cost trends

(8) 1Insurance coverage

(9) Property tax assessments
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APPENDIX F
EXAMPLE OF FUNCTIONAL ADMINISTRATIVE CONTROLS
RISK EXAMPLES
Major Program/Function: Adeing{strative Support

Assessable Unit: DPlsoning and Resources Management
Assessable Sud Unit: Provide Mansgement Analysis Services (Code 042)

Risk T Control Objective ] Control Tecnanique
L.a. lllegal or inproper|l. Management Analysis services |l.a, Written vork assignments are re~
activities are | provided by Code 042 meet the | quired for all management snaly~

sis services provided. Work
Assignment must contain objec~
tives to be attained, scope and
spproach to be applied, and .
milestones and carget dates to - e
be accomplished., Work Assign- [ ] »
ment aust be spproved in advance
of the allocation of resources.

carried out by the | NAVFINCEN's legitimate® needs.

Code 042 )

organization or its|*lavful; conforming to recognized

personnel, {principles ot accepted rules aad
{standards.

|

|

|

|

|

|

|

|

1

11.b. Approval of writtes vork sssign-
| nent is alvays accomplished at

| one management level above the

i management level responsible for
) sllocating the resources.

4. s. Managewent Anaiysisi2. Management Analysis services :2.3. Writtea work assignments must
!
]
|
|
I
|
|
]
|
{
|
|
{

services accoaplishl| are conducted in s manner that have quantifi{able and measurable
no useful purpose | promotes economy and effi- objectives, a statement of the
and result in yaltcl ency in the operations of the scope of the assignment, the

of NAVFINCEN approach to be used to accon=
resources. plish the assignoent, and mile-
stone/target dates to measure
acconplishments.

Management Planuing Division.

2.5, 1lpeffecient or
1neffective
operation of the
Manageument Planning
Division (042).

2.b, Performance Standards are used
to measure attainment of work
assignment objectives, sdherence
to scope and approach, and
accomplishment of milestones and
target dates.

J. Safeguards exist to prevent 13.a. Brapoch supervisors are required
unauthorized or vasteful use to develop and maintain Fiscal
of Management Analysis Year Work Plans wvhich reflect
services provided by Code 042. proposed utilization of

resources. Work Plans are based

on written and approved work
assigoments,

3.a. Potential for
fraud, waste, and
abuse,

Division Director must approve
the Work Plans and modifications
to them. Division Director must
approve work assigoments.

3.c. Performance Standards for Branch
Chiefs measure effectiveness of
the Work Plans.
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Risk | Control Objective Control Technique
) 4 a. Loss of experienced|4, Maintain low (15%) turnover 4.a. Provide backup, understudy for
pgr.onncl. rate, sajor, important programs/

projects.
4.b. Unable to accom-
plish mission. 4.b. Provide regular opportunity for
promotion in career ladder,
5.a. Required annual reading of

Standards of Conduct,

5. Prevent Conflict of Interest
in recommeandations effecting
procurement.

S. Equipment/Services
procured which are
not needed.

S.b, Rotate personnel in programs.
6.a. Defipne KSA's.

6. Poor/unacceptable 6. Maintaln competency of staff.

recommendations.
6.b. Provide formal training in
KSA's.
:I 7. Ioproper methodology [7. Ensure proper approach /. Prescribe approach ia work
results in incorrect (methodology, techniques) are assignments. Level of detail
. or invalid utilized to develop based on grade level of the
o reconmendations. recommendations. analvse,

pu— e . — ————— ———— — — ——_— —— ———— —————— — —— i S o ey e o] e e S ] . e e e e s e e it ]+

146




APPENDIX G

OVERVIEW OF THE INTERNAL CONTROL EYALUATION,
IMPROVEMENT, AND REPORTING PROCESS

ORGANIZE THE
PROCESS

SEGMENT THE
AGENCY

1.

2.
3.

4.

CONDUCT VULNERABILITY
ASSESSMENTS

Analyze General Control
Environment

Analyze Inherent Risk

Evaluate Safeauards
(Preliminary Evaluation)

Summarize Results

DEVELOP PLANS FOR
SUBSEQUENT ACTIONS
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1.
2.

3.
4.

5.
6.

CONDUCT INTERNAL
CONTROL REVIEWS

Ident ify Event Cycles

Analyze General Control
Environment

Document the Event Cycle

Evaluate Internal
Controls

Test Internal Controls

Sumnarize Results

TAKE CORRECTIVE
ACTIONS

PREPARE REPORT ON
INTERNAL CONTROLS

. ®. .
> g

................
..............
.........
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3 ARRENDIX H _—
L EXECUTIVE SUMMARY ‘
i
;j Since tke inception of cfficially recognizad internal Eﬁﬁ
. ] contrcl systems, ttere has keen difficulty in segregating —

and defining interpal administrative ccntrols from internal

acccunting contrcls. The overshadoving of admipistrative

contrcl has resulted at the outset from the indeperdent

auditing froiession's insistance that the aggregate of
. administrative cantrcls do not impact on tahe fair rresenta-
tion c¢f financial statements. This lack of concern fcr the
admipistrative contrcl process has carried over iptc the
Federal Gevernment until recent tiames.

The private sectcr auditors?! thrust continues tc¢ Le on
interral accounting «ccntrols due to that sector's ccrcerrn
for the fair presertation of financial statements. The
develcrment of interral contrcls in the [puklic secter is
follcuin¢ the same course as the private sector. Ads a
result, little attention is keing directed toward the estab-
lishzert ard integration of ipternal administrative ccrtrol
[rograsse. The public sector is attempting to £ill tae

n""‘"‘ R
v PR

e R
T TR TS

administrative contrcl void solely by applying internal tEy

accourting control technigues to the totality of the
interral ccntrol process. S

The necessity £fcr adeguate internal administrative )
coentrcl prcgrams is essential in light cf increased conpeti-

LR

tion for scarce rescuvrces and the need to optimize cfera-
tional eccncmy and efficiency and management effectiveness

. Vit
. :
Vet S
. K

in achieving desired results. The size, complexity, and -
diversity c¢f organizations reguire the development cf i

s e

contrcls tc achieve trese gcals. DG
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A lack cf clear, current, and comprehensive infcrmation
cn the sukject of internal «ccantrol necessitates reliance con
the rasic definition cf controcl =-- comparing reaxlity with a
standard -~ and on ar understanding of its close relatican-
ship tc rlamning, as points of departure for further ccrmpar-
ative apalysis ard development of related control ccancepts.
The <study cf this lasic definition 4in an orgaanizational
context yields three uvnderlying interdependent dimensions:
orgarizaticral structure and design, human interactive
tehavior, and a contiruum of fcrmality. Additional analysis
identifies the characteristic of tiae as yet anctbher
descriptcr ¢f control systems. Combinations of these dimen~-

sions ir varying levels c¢f igportance and pervasiveness
serve to distinguish the brcad concept of managemernt ccrtrol

from its sulsets of administrative and operational ccntrol.

Iz the final analysis, Danagement control is kcth a
continucus and retrosjective process which integrates struc-
ture, 1wcney, things and people in the efficient and effec-
tive acccmplishment cf organizational strategies ard gcals.
Cperaticral control tracks things and performance and is
restricted to specific programmed activities cagakle cf
soluticn Ly a set ¢f 1logical rules to assure individual
transactions are executed efficiently and e ffectively.
Adainistrative ccatrcl evolves as the critical integrating
"glue" of the organization that assists management 4ir its
role -- it is the formal design of the organization's struc-
tural framevwork and the predetermination of standardized
decisicns and actions which rerxder organizational identity
and purpcse and assure econcmy, efficiency and effectiveness
in operatices.

The success cf the organization hinges on the adminis-
trative ccantrol elesents c¢f organizatiopal structure and
desigr in dintegrating coordination, communicaticr, and
contrcl. The effectiveness cf this integratioa process is

14¢
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directly related to the yuality of interactions among the
desigrers, managers, and employees, and the extent tc¢ which
managemrert understands and participates in its develorment.
The criteria for ccntrol depend on the size, disrersicn,
complexity, management philcscphy, structure and grcuping cf

PP Ty

an organization. Larger organizaticas reguire more detailed
formal dccumentation and commurnication of policies, [froce~-

dures, standards, and ccntrcl systems for the effective and

T

efficient achievement of contrel objectives. The éevelcp-
ment cf ccntrol criteria can ke based on their aprlication

to ccntrcl system ccipcnents or functional contrcl clkjec-
tives as deemed apprcpriate tc the particuiar organizaticam. S
Fegardless cf the apfroach, enphasis must be placed on the ffﬂ}
€éstallishzert of am ervirongzent that creates the afpprcgriate R
contrcl avareness, attitude and discipline. Paramccuxnt to

success is the desigr of a ccntrol system (whetbher it be
managezert, administrative, or operational) wkich fits the
structure and management philosophy of the orgarizaticn,

which fccuses om the areas c¢f risk inherent to its gcals and
pissicn, and which strikes a balance Letween the ccsts and
tenefits cf coantrol.

A frecursor to evaluation is a review of current admin-
istrative ccntrols tc gain an understanding of the ccntrol
envircomert and the crganizatican's amissicn and [practices.
In evaluating the effectiveness of an internal «ccrtrcl
systex, the main thrust of testing should be directeéd tc the
€xecuticn cf those fprccedures which are critical to meeting
the orgarization's gcals and cbjectives. Compliance tests
are ccnducted to ensure that the control system is oferating
as intended and are most rertinent to the evaluaticn of
admipistrative ccntrcls. These tests involve the examina-
tion ¢f dccumentaticn, discussions with management and
enplcyees, and okbservation cf the performance of duties. 1If
the results of the ccirliance tests reveal that fperforgance
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and cc¢nticls deviate from that which is desired, ccrrective
action is required tc modify ccntrols inm 1light of pcssitle
internal and external envircamental changes, of tc regpba-
size fprescribed procedures and heighten ccntrol awareness

for greater assurance of cozpliance in the future.
The Marine Corps' defirition of administrative ccntrol
is ar all excompassing definition which incorporates manage- b

zent ccntrcl, adpiristrative control, and orerational .-
contrcl as it relates to pecple, structure, frocess and the {}
treadth of focuas ir the orgapization. Admipistrative _;i
contrcl, as developed in this thesis, is: ;kL:
LT

The fprccess of desigging the appropriate structure and ]
sgeczfszng predeternined decisions or actions tircygk R

which Raragement assures that the organization carrieés S
out _its goals ané objectives efficiently and effec- o
tively. ]

Fredeternmined structure and rrocess (what an orgapiza-
tion is ard what it dces) are not nev to toe Marine Ccrgs.
All fcrmal organizations pcssess mission statements and
Tables c¢f Crganizaticn (T/0's) which predetermine structure
and provide an inherent element of administrative contrcl.
Lue tc the high degree of decentralization in the Marine
Corps, stapdardizaticn in the form of <Cocamandant of the
Maripe Ccris (CMC) White 1letters, Standard Ogerating
Frocedures (SOP's), User Manuals, Policy dencranduus,

Lesktcp EFxccedures, Turnover Files, Operations Plans and
Crders, Ccmmand/Organization/Unit orders and directives,
€tc., frcvide additional adainistrative ccatrols. MCO
FS215.1F, 3lhe Maripe Corps Directive System, reguires the
estaklishwent of a rinimunm numker of subordinate ccamand

directives to ensure consisterncy (control) with Headguarters
guidarce. EFEach of tlese directives should be 1localized to
seet the organizatior®s needs and to supplement the achieve-
sent cf efficiency--sgaximum ocutput from a given guantity of

151




P AC DI APAE A AEEP 2PN,

input--ard effectiveress-—hcw well an orgamizatico dcss its

Jjob.

Eredeternined structure and process suggest a scaevbat _
static ccntrol envircraent, one€é that previously axists which ,;ﬁx
requires little action frce the commanji,’sacagesent/ .
superviscry personnel responsible for the functica. Ei )
Nevertheless, predetermined structure aand process is rut cne Eﬁfﬁ
small jpcrtion of tle overall dynasic manageaent ccrtiol » .
systen.

MCC 3600.31,  fublicatiop and Rrintingy BResulatioczs.
rrovides fcr the review and subseguent certifiicaticr that o aies

directives (administrative controls) are current and retflect
the creraticns as actually fperformed in the ocganizatica.
Additicnally, the Marine Corrs Magual, 4in paragraga 1011.3, AR
rrovides that ccomarders shball “aake or cause tc ke made P
such irspections as are necessary to evaluate ali furnctional
areas'of their ccmmands and tc keep theaselves inforzed, at
all tines, of the «cverall ccndition of their cczgards.®
Reviess, like insrections, cannot be conducted by
seat-cf-the pants analysis, but rather by ambulatory zanage-
zgent tifh active participation by those directly and indi-
rectly affected. The dynamics of this manageaent ccntrol
systes erccipass the entire organization and impact crn the
static pature of admiristrative control. In order tc deter-
sine tke effectiveness of the controls in a functional area,
an evaluaticn (management contrcl review) aust be made to
compare the perfcrmarce of the individual tasks irnvclved in
the functicnal area, as well as the functional area ip toto,
with tke fredetermined standard. The evaluation shculd also
consider tke reliability of the standard.

There are many vehicles in the Marine Corps tc¢ assist

e e 0 e
B AR
? Telalerit "
ST s s,

”, O R

. e

R
commarders/ganagers/ sugperviscrs in conductiang evaluatiors. e
Field Supply and Maintenance Analysis Office checklists, RN
Supply andé Mainterance Assistance Office checklists ﬁfﬁ:

B.J
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(internal to some commands), Inspector-General %arire Corrs
checklists, self-inspection program checklists, and Marine
Corps Disbursing On-Site Exanmination Team (MCDOSET) check-
lists are examples <¢f the pmany that already exist which

identify the critical areas for cosideration withir furc-

tions. Tke Naval 2udit Service audit programs assist oy
management in conducting reviews of their functional areas :id;
to evaluate establisled contrcls and areas where contrcls N
zay re weak or missirg.

Isplenentaticn c¢f a Management Contrcl Program as a
post-factc concern tc organizaticnal development is nc easy iii‘

task. The Yarine Corgs Manual clearly points out that
intersal ccntrols have always been part of a concander's
respcrsililities. Tke -General Accounting Office (GAC) Las o
publisked Stapdards fcr Lrterpal Control in the Zedegal b
Goverpment shich define the wpinimum acceptaile gquality of
interral ccrtrol systems and fprovide criteria ajainst shich
systers will be evaluated. These standards alsc car be

Tl

considered téchnigues useful in develofping a cecatrcl fprcgran
apd evaluating administrative controls as well as the
management ccatrcl systen.

As a result of =significant research into the area of
contrcl, in gemeral, the fcllowing conclusicas relative to
interral administrative control have keen derived:
first,administrative controls are those predeterpined
contxcls that give purpose, direction and meaning tc¢ the
crganizaticr; second, administrative ccntrol applies tc all
levels of the organization, and managjement (at all levels)
is respcnsible for the controls being in place and
purposeful; and third, admipistrative controls are rerflected
in three dimensions in the organization; as organizaticn
contrcls defining structure and delineation of authority and
resporsitility; as cperating controls froviding fprocess and
procedires; and, as information system controls whick tailoer

e e e
-'0‘.’.'-'-"'
... Al
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the systea to prcmote effective decision-making. er
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Adpiristrative ccrtrols bhave applicability to any crga-
pizaticn that reguires purpcse, direction and meaning, rut

they canrot be static and be effective. As a result of
envircnmental changes, personnel turanover, value charges, )
and ¢oal redirecticr, adpinistrative «controls rust be iﬁ%
dynaric, tkereby demarding constant review apnd update. The { 3
. dynazics of administrative ccntrol preclude separatico froam ;ﬁ;
managesent control, and, as a8 vital part of the orgapiza- ;ff
tion, are intended tc assist vice hamrer management ir the .
allocaticn c¢f scarce Iesources. o
The autbors makeé the following recommendations f£fcr the ;&;
implenentation of effective adzinistrative controls: LI

{1) tcurs for c¢cmmanding officers should be of suffi-
cient duration to permit a ncre intimate kncwledge c¢f the
requirerzents for organizational control and to pperait the Je
adaptaticn of the 1ranagement information system tc meet S
their reeds;

(2) tcp~level management must take a more active rcle
in estaklishing a pcsitive ccantrol enviromment, necessi-
tating evaltations ¢f both tlesselves and their sulordinates
relative to this resjycnsibility;

Tl

(3) Bpanagers at all levels must have increased infut
into the design cf maragement information systems tc zrcvide e
thea with feedback on the adeguacy of their controls; E;:
(4) the @pmanaceément ipfcrmation system Bnust have
kuilt-in flexibility to permit the tailoring of the systenm
to meet charging manageament and environamental demands; aad
{5) courses of irstructicp for managers at all levels. T

- \l
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